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PREFACE 


If  our  American  ideals  of  liberty,  equality  and 
democracy,  are  to  remain  a  permanent  feature  of  the 
world’s  political  life,  we  must  be  able  to  develop  an  eco¬ 
nomic  philosophy  consistent  with  these  political  beliefs. 
More  and  more  the  emphasis  is  shifting  in  the  struggles 
of  the  modern  world  from  political  questions  to  eco¬ 
nomic  or  industrial  ones,  and  the  great  conflicts  of  the 
future,  whether  or  not  they  are  political  in  their  outward 
forms,  will  be  in  reality  conflicts  over  economic  or  in¬ 
dustrial  issues.  Our  democracy  is  on  trial.  It  must 
either  find  a  solution  for  these  problems  consistent  with 
the  perpetuation  of  its  own  ideals  of  liberty  and  equal¬ 
ity,  or  go  down  in  defeat. 

One  illustration  of  this  has  already  been  seen  in 
Russia.  The  first  revolutionary  government  consisted 
of  liberals  and  democrats.  Such  men  as  Miliukoff  and 
Prince  Lvoff,  and  their  associates,  who  headed  the  orig¬ 
inal  Provisional  Government,  which  ruled  Russia  for 
about  three  months  immediately  following  the  over¬ 
throw  of  the  Czar  and  the  Revolution  of  April,  1917, 
desired  to  create  in  Russia  a  liberal  democracy  similar 
to  the  United  States.  They  desired  to  have  the  revolu¬ 
tion  stop  with  the  attainment  of  democracy  and  in¬ 
dividual  liberty.  One  step  at  a  time  was  their  watch¬ 
word.  But  the  mass  of  the  people  could  not  be 
restrained,  and  so  the  revolution  became  economic  and 
industrial  as  well  as  political.  Those  who  stood  to 
profit  most  from  the  championship  of  liberty  and  equal 
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rights  became  in  their  turn  the  destroyers  of  the  liberty 
and  rights  of  the  individual,  and  set  up  the  dictator¬ 
ship  of  a  class.  The  liberalism  of  Miliukoff  could  ex¬ 
ert  no  effective  restraining  influence  because  it  was  not 
itself  prepared  with  an  economic  program.  It  was  not 
prepared  to  show  convincingly  to  the  people  that  the 
highest  standards  of  living  for  all  could  best  be  at¬ 
tained  through  the  time-tested  liberal  democratic  prin¬ 
ciples  of  individual  liberty,  equality  of  rights,  and  the 
sanctity  of  private  property. 

The  champions  of  political  democracy  have  dwelt 
far  too  much  upon  the  political  ideals  of  their  creed,  and 
given  far  too  little  thought  to  its  practical  economic 
consequences.  They  must  now  awaken  to  the  realiza¬ 
tion  that  the  peoples  of  the  earth  are  today  testing 
and  judging  every  creed  and  institution  far  more  by 
its  consequences,  or  promises,  of  industrial  and  eco¬ 
nomic  welfare,  than  by  its  political  idealism;  and  they 
must  be  prepared  to  champion  their  creed  from  this 
viewpoint,  or  see  it  brushed  aside. 

Apologists  of  the  Bolsheviki  at  the  time  of  the  rev¬ 
olution  declared  that  their  success  was  inevitable  be¬ 
cause  they  were  the  only  party  in  the  field  with  a  “con¬ 
structive”  program.  This  word  rings  strangely  hollow 
in  our  ears,  and  its  choice  seems  like  the  very  irony  of 
fate  m  view  of  the  consequences;  but  the  Bolshevik 
leaders  told  the  truth  when  they  said  that  the  liberal 
party  of  Miliukoff  and  Lvoff  had  no  economic  pro¬ 
gram.  That  was  their  great  weakness. 

The  whole  world  today  is  in  need  of  economic  en¬ 
lightenment.  We  have  attained  a  comparatively  high 
degree  of  political  intelligence,  but  in  economic  matters 
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we  are  wandering  in  darkness.  A  world  still  groping 
for  the  fundamental  laws  of  economics  is  indeed  in  dan¬ 
ger  in  a  time  when  economic  problems  are  pressing  to 
be  solved.  If  we  continue  in  ignorance  the  result  will 
be  failure,  but  an  enlightened  democracy  will  not  go 
far  wrong.  What  we  all  need  is  light  and  understand¬ 
ing,  that  we  may  be  warned  in  advance  of  those  experi¬ 
ments  which  are  dangerous  and  equipped  rightly  to 
assess  the  causes  when  evil  results  appear. 

We  Americans  believe  that  the  salvation  of  man¬ 
kind  rests  on  the  principles  of  our  American  democ¬ 
racy,  and  that  here  in  America  are  destined  to  be 
realized  the  highest  forms  of  organization  for  human 
welfare. 

To  accomplish  this  requires  that  our  people  shall% 
give  serious  and  prolonged  thought  to  economic  sub¬ 
jects,  trying  to  grasp  and  understand  the  laws  involved 
in  our  industrial  progress,  so  as  to  get  at  and  to  know 
the  truth,  in  the  interests  of  our  general  welfare.  Such 
studies  must  be  carried  on  from  the  love  of  truth  and 
humanity  solely,  without  ulterior  motives,  free  from 
prejudice,  from  preconceptions,  from  half  knowledge, 
and  from  jumping  at  conclusions. 

Jacob  D.  Cox,  Jr. 


Cleveland,  Ohio, 

November  15,  1926 
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CHAPTER  I 


STATEMENT  OF  THE  PROBLEM 

One  of  the  central  facts  in  the  world  today  is  the 
struggle  between  “Capital”  and  “Labor”  for  an  equit¬ 
able  distribution  of  the  results  of  human  effort.  This 
struggle  seems  to  be  growing  more  acute.  Today  it 
looms  dangerously  in  every  civilized  country  in  the 
world;  it  even  seems  at  times  to  threaten  the  possible 
destruction  of  civilization  itself.  No  problepa  could  be 
a  more  important  subject  of  study;  its  solution  is  per¬ 
haps  the  most  urgent  task  of  the  present  generation. 
No  doubt  it  will  ultimately  be  solved,  but  when  and  at 
what  cost  no  one  can  say. 

There  seem  to  be  two  means  of  solution  for  such  a 

♦ 

problem.  One  is  by  the  cut-and-try  method,  leaving 
things  to  be  worked  out  gradually  by  struggle,  conflict, 
and  blind  experiments.  A  better  method  is  by  analysis 
of  the  problem  to  work  out  a  constructive  solution, 
bringing  about  co-operation  through  increased  knowl¬ 
edge  of  what  is  fair  and  right.  This  task  is  a  huge  one, 
but  perhaps  not  hopeless.  At  any  rate,  every  honest 
and  earnest  effort  toward  this  end  should  prove  of  value 
in  reducing  the  amount  of  struggle  and  hard  knocks 
which  the  world  must  go  through  in  reaching  its  solu¬ 
tion. 

Conflicting  Ethics 

Social  discontent  and  the  growth  of  class  thinking 
are  due  largely  to  the  diverse  views  of  the  two  sides,  to 
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their  conflicting  beliefs  and  opposite  philosophies.  The 
cure  therefore  must  be  accomplished  by  bringing  to 
both  sides  a  better  understanding  of  the  economic  laws 
affecting  wages  and  the  standard  of  living,  and  thus 
provide  a  common  conception  of  what  is  just,  fair  and 
social  conduct. 

The  relation  between  employer  and  employees  is 
from  one  point  of  view  merely  that  of  buyer  and  seller. 
But  in  no  other  relation  of  buyer  and  seller  is  there  so 
much  bad  feeling — because  other  buyers  and  sellers 
have  a  common  viewpoint,  or  a  common  code  of  what 
constitutes  fair  dealing,  while  employer  and  employee 
are  wide  apart. 

The  Mercantilists 

In  early  days  it  was  the  common  belief,  if  one  party 
to  a  transaction  derived  a  profit  therefrom,  that  he  did 
so  at  the  expense  of  the  other  party.  If  one  side  made 
a  profit,  it  seemed  clear  that  the  other  side  must  have 
suffered  a  corresponding  loss.  This  seemed  particu¬ 
larly  true  when  the  transaction  took  place  between  citi¬ 
zens  of  different  nations,  and  naturally  enough  such 
a  belief  made  the  traders  of  those  days  doubly  grasp¬ 
ing,  and  suspicious  of  each  other’s  motives.  It  re¬ 
mained  for  Adam  Smith,  the  father  of  modern  political 
economy,  to  show  that  both  sides  to  such  a  bargain 
might  profit  from  the  transaction.  Revolutionary  as 
such  a  conception  at  first  seemed,  it  has  been  steadily 
spreading,  through  the  last  hundred  and  fifty  years, 
until  many  business  men  today  consider  it  the  real  test 
of  a  good  contract  that  it  shall  be  beneficial  to  both 
parties,  and  scrupulously  endeavor  to  avoid  any  busi- 
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ness  agreement  that  does  not  meet  this  test,  for  they 
recognize  that  nothing  but  trouble  will  come  of  it  in 
the  long  run. 

It  seems  not  impossible  to  hope  that  through  a 
better  understanding  of  economic  laws  a  similar  revol¬ 
ution  might  be  brought  about  in  the  relations  of  em¬ 
ployers  and  employees,  so  that  each  should  have  regard 
for  the  legitimate  rights  and  interests  of  the  other,  and 
the  atmosphere  of  suspicion  and  distrust  be  replaced 
by  one  of  fair  dealing,  and  mutual  confidence.  To  ac¬ 
complish  this  requires  that  the  economic  laws  under¬ 
lying  wage  relationships  and  the  standard  of  living 
must  be  so  thoroughly  and  correctly  understood  by 
both  parties  that  there  will  be  little  room  for  differences. 
But  today  the  two  parties  are  so  wide  apart  in  their 
viewpoints  and  understanding  that  conflict  is  almost 
inevitable. 

A  Struggle  in  Darkness 

Hitherto  this  conflict  has  baffled  all  attempts  to  find 
a  solution,  and  all  efforts  at  mediation.  This  seems  to 
be  partly  due  to  the  fact  that  neither  side  has  arrived 
at  the  point  where  its  beliefs  have  crystallized  into  a 
formulated  statement,  which  can  be  subjected  to  analy¬ 
sis  and  criticism.  Both  sides  have  certain  very  funda¬ 
mental  and  very  tenacious  convictions,  which  are  large¬ 
ly  unconscious,  and  can  only  be  learned  by  living  with 
them,  and  neither  side  has  succeeded  in  formulating 
these  in  a  clearly  reasoned  statement.  Our  first  task 
will  be  to  endeavor  to  make  a  brief  statement  of  the 
fundamental  beliefs  of  each  side  in  order  to  state  the 
problem,  and  then  endeavor  to  find  where  the  truth  lies. 
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In  doing  so  it  will  be  our  hope  to  bring  light  rather 
than  heat  to  this  discussion. 

Fundamental  Beliefs  of  the  Labor  Side 

First:  The  standard  of  living  of  wage  earners  de¬ 
pends  upon  the  amount  of  wages  they  receive. 

Second:  Under  the  present  organization  of  society, 
the  employer  determines  what  wages  he  will  pay,  and 
therefore  fixes  the  standard  of  living  of  the  wage  earn¬ 
ers,  whereas  labor  should  have  the  right  to  a  voice  in 
fixing  a  fair  compensation. 

Third:  The  employer  by  taking  advantage  of  the 
pressure  of  competition  among  the  wage  earners,  fixes 
wages  at  a  point  which  enables  the  wage  earner  to 
secure  only  a  bare  existence  for  himself  and  family.  The 
employer  absorbs  all  the  rest  of  production  in  the  form 
of  profits. 

Fourth:  A  better  standard  of  living  for  the  wage 
earners  can  be  secured  only  by  compelling  the  em¬ 
ployer  to  pay  higher  wages. 

As  to  the  best  method  of  exerting  this  compelling 
pressure  on  the  employer  there  is  a  great  variety  of 
more  or  less  conflicting  opinions. 

The  most  conservative  elements  in  the  labor  move¬ 
ment  believe  in  the  use  of  economic  pressure  only, 
through  collective  bargaining  and  the  trade  unions. 
They  believe  that  the  problem  is  an  economic  one  ex¬ 
clusively,  and  insist  that  the  government  should  be  neu¬ 
tral  and  should  not  interfere  in  an  economic  contro¬ 
versy.  This  is  the  historic  position  of  the  American 
Federation  of  Labor. 

A  somewhat  more  advanced  group  believes  in  the 
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desirability  of  political  action  to  capture  and  use  the 
powers  of  government,  believing  that  by  law  they  can 
force  higher  wages,  better  conditions,  and  a  higher 
standard  of  living.  This  is  the  attitude  of  the  British 
Labor  Party. 

The  trade  union  movement  as  a  whole  would  per¬ 
mit  industry  to  remain  in  private  hands,  but  the  So¬ 
cialists  believe  in  the  ownership  of  all  industry  by  the 
State.  The  more  moderate  ones  would  buy  the  indus¬ 
tries  from  their  present  owners,  issuing  for  them 
Government  Bonds.  The  more  extreme  ones  would 
have  the  government  simply  take  them  over  without 
compensation. 

The  Communists  and  I.  W.  W.’s  are  a  still  more 
advanced  group  and  find  both  economic  and  political 
methods  too  slow.  They  believe  in  direct  action,  sabot¬ 
age,  the  coercion  of  government  by  the  general  strike, 
and  revolution  by  violence,  followed  by  a  dictatorship 
of  the  proletariat.  The  industries  would  be  forcibly 
seized  and  taken  over  by  the  workers  employed  there, 
expropriating  the  present  owners  and  substituting  for 
the  present  management  elected  representatives  of  the 
workers. 

Fundamental  Beliefs  of  the  Employer’s  Side 

First :  The  cost  of  living,  or  general  price  level, 
must  inevitably  correspond  to  the  level  of  wages  pre¬ 
vailing,  because  the  production  costs  of  all  commodities 
depend  mainly  on  the  price  of  labor.  Consequently 
higher  wages  will  merely  result  in  higher  prices  and  not 
in  a  noticeably  higher  standard  of  living. 

Second:  Wages  are  regulated  by  the  economic 
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forces  of  supply  and  demand.  Free  action  of  these 
economic  forces  most  effectively  promotes  the  general 
welfare,  and  results  in  the  fairest  and  most  just  pro¬ 
portioning  of  reward  to  services  rendered  by  any  in¬ 
dividual  or  class. 

Third :  The  standard  of  living  of  the  wage  earners 
depends  on  the  average  productivity  of  labor  and  can 
only  rise  as  labor  and  management  become  more  effi¬ 
cient  and  productive.  It  is  not  under  the  control  of 
the  employer. 

Fourth :  Compelling  higher  wage  levels  than  na¬ 
turally  result  from  the  free  action  of  economic  forces 
is  of  no  real  benefit  to  the  wage  earner,  but  is  a  menace 
to  industrial  prosperity.  It  results  in  excessive  costs 
which  create  dissatisfaction  with  prices  and  cause  the 
loss  of  markets  both  abroad  and  at  home,  thus  causing 
industrial  depression  and  involving  the  wage  earners  in 
unemployment  and  suffering. 


A  Contrast 

In  order  that  the  two  opposite  positions  of  employer 
and  employee  may  be  brought  out  in  contrast  to  each 
other,  let  us  restate  them  here  in  parallel  columns. 


Fundamental  Beliefs  of  the 
Labor  Side 

First-.  The  standard  of  living  of 
wage  earners  depends  upon  the 
amount  of  wages  they  receive. 


Fundamental  Beliefs  of  the 
Employer’s  Side 

First:  The  cost  of  living,  or  gen¬ 
eral  price  level,  must  inevitably 
correspond  to  the  level  of  wages 
prevailing,  because  the  production 
costs  of  all  commodities  depend 
mainly  on  the  price  of  labor. 
Consequently  higher  wages  will 
merely  result  in  higher  prices  and 
not  in  a  noticeably  higher  stan¬ 
dard  of  living. 
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Fundamental  Beliefs  of  the 

Labor  Side 

Second:  Under  the  present  organ¬ 
ization  of  society,  the  employer 
determines  what  wages  he  will 
pay,  and  therefore  fixes  the 
standard  of  living  of  the  wage 
earners,  whereas  labor  should 
have  the  right  to  a  voice  in  fix¬ 
ing  a  fair  compensation. 

Third :  The  employer  by  taking  ad¬ 
vantage  of  the  pressure  of  com¬ 
petition  among  the  wage  earners 
fixes  wages  at  a  point  which  en¬ 
ables  the  wage  earner  to  secure 
only  a  bare  existence  for  himself 
and  family.  The  employer  ab¬ 
sorbs  all  the  rest  of  production 
in  the  form  of  profits. 

Fourth:  A  better  standard  of  liv¬ 
ing  for  the  wage  earners  can  be 
secured  only  by  compelling  the 
employer  to  pay  better  wages. 


Fundamental  Beliefs  of  the 
Employer's  Side 

Second:  Wages  are  regulated  by 
the  economic  forces  of  supply 
and  demand.  Free  action  of 
these  economic  forces  most  effec¬ 
tively  promotes  the  general  wel¬ 
fare,  and  results  in  the  fairest 
and  most  just  proportioning  of 
reward  to  services  rendered  by 
any  individual  or  class. 

Third:  The  standard  of  living  of 
the  wage  earners  depends  on  the 
average  productivity  of  labor 
and  can  only  rise  as  labor  and 
management  become  more  efficient 
and  productive.  It  is  not  under 
the  control  of  the  employer. 


Fourth:  Compelling  higher  wage 
levels  than  naturally  result  from 
the  free  action  of  economic  forces 
is  of  no  real  benefit  to  the  wage 
earner,  but  is  a  menace  to  indus¬ 
trial  prosperity.  It  results  in 
excessive  costs  which  create  dis¬ 
satisfaction  with  prices  and  cause 
the  loss  of  markets  both  abroad 
and  at  home,  thus  causing  indus¬ 
trial  depression  and  involving  the 
wage  earners  in  unemployment 
and  suffering. 


The  mere  statement  of  these  contrasting  positions 
is  sufficient  to  show  why  no  solution  of  the  conflict  has 
been  reached  by  conference  and  agreement,  or  by  medi¬ 
ation,  or  arbitration.  Each  side  is  firmly  convinced  of 
the  rightness  of  its  fundamental  conclusions;  each  side 
accepts  them  as  plain  statements  of  obvious  facts  not 
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open  to  argument;  and  no  agreement  is  possible  unless 
and  until  both  sides  can  come  together  in  a  common 
understanding  of  basic  principles. 

To  achieve  such  common  understanding,  requires  the 
discovery  of  the  economic  laws  governing  these  rela¬ 
tionships,  which  must  be  capable  of  proof — in  other 
words,  generalized  statements  of  cause  and  effect,  mar¬ 
shalled  in  a  systematic  manner,  and  supported  by  suffi¬ 
cient  evidence  and  data  to  be  convincing. 


CHAPTER  II 


WAGES  AND  LIVING  COSTS 

In  order  to  arrive  at  a  common  understanding  of 
the  fundamental  economic  forces  governing  wage  re¬ 
lationships,  such  that  it  can  be  accepted  by  both  labor 
and  capital,  it  will  be  necessary  to  lay  a  foundation  in 
economic  theory. 

The  thesis  of  this  chapter  is  that  all  costs  are  de¬ 
pendent  for  their  money  value  on  the  cost  of  labor. 
To  state  it  in  a  somewhat  different  way,  all  production 
costs  will  rise  or  fall  in  the  long  run,  assuming  pro¬ 
ductivity  remains  constant,  just  in  proportion  as  the 
general  wage  level  rises  or  falls.  In  order  to  support 
this  proposition  we  must  analyze  production  costs  into 
their  elements  and  take  up  each  one  separately  in  turn. 

Four  Main  Elements  in  Cost 

In  general,  all  production  costs  can  be  reduced  to 
four  main  elements.  First,  is  the  cost  of  labor;  second, 
the  cost  of  the  use  of  land  or  economic  rent;  third,  the 
cost  of  raw  materials;  and  fourth,  the  cost  of  capital. 
All  forms  of  costs  can  be  resolved  into  these  elements. 
We  shall  take  them  up  in  order. 

First  Element  in  Production  Cost — Labor  Cost 

Under  “Labor  Costs”  we  include  all  sums  paid  out 
for  human  services.  This  includes  not  merely  the  men 
who  work  with  their  hands,  but  all  men  on  the  payroll 
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from  the  president  to  the  errand  boy.  We  do  not  think 
it  will  take  much  argument  to  convince  the  average 
man  that  all  labor  costs  rise  or  fall  with  the  general 
level  of  wages,  and  must  do  so.  The  bulk  of  labor 
costs,  are,  of  course,  wages  themselves,  but  a  consider¬ 
able  proportion  of  labor  costs  in  industry,  consists  of 
the  salaries  of  the  clerical  force,  of  salesmen,  and  of 
executives.  It  is  perhaps  not  so  clearly  recognized  that 
these  also  must  rise  or  fall  in  proportion  to  the  general 
wage  level,  though  in  fact,  salaries  do  not  respond 
quite  so  quickly  to  a  change  in  conditions,  as  do  wages. 
From  1914  to  1920  wages  increased  in  the  average 
American  factory  close  to  150%,  while  salaries  on  the 
average  probably  rose  only  about  100%.  This  was 
simply  due  to  the  factor  of  time,  as  salaries  are  more 
permanent  in  their  nature  than  wages,  and  no  one  ex¬ 
pects  them  to  fluctuate  as  rapidly  as  wages  do,  but  to 
strike  more  nearly  a  common  average.  Since  1920, 
wages  have  declined  somewhat,  while  salaries  have  gone 
on  rising  slowly,  so  that  in  the  long  run  the  increase  in 
salaries  over  the  pre-war  standard  has  worked  out  at 
about  the  same  average  per  cent  as  the  increase  of 
wages.  By  common  consent  this  would  be  the  only 
just  solution. 

Second  Element  in  Production  Cost— Cost  of  Use  of  Land 
or  Economic  Rent 

The  term  rent  ’  as  used  by  economists,  and  as  we 
shall  use  it,  is  confined  to  money  paid  for  the  use 
of  land.  This  does  not  include  money  paid  for  the 
use  of  improvements,  or  capital.  In  popular  language, 
we  pay  rent  for  a  house  just  as  much  as  for  the  land 
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that  it  stands  on,  and  when  we  rent  an  office  we  do  not 
distinguish  between  that  part  of  the  payment  which 
goes  for  the  use  of  the  land  and  that  part  which  goes 
for  the  use  of  the  capital  or  building  which  stands  on 
the  land.  Economically,  those  two  forms  of  payment 
are  different  in  character  and  depend  on  different  laws. 
For  the  sake  of  clear  thinking,  we  must  confine  our¬ 
selves  here  to  that  part  of  the  payment  which  is  for  the 
use  of  the  land  only. 

Ricardo's  Law. — The  law  of  rent  generally  ac¬ 
cepted  by  economists  was  first  proclaimed  by  Ricardo, 
an  English  economist,  about  1810.  In  its  simplest 
terms,  he  states  that  rent  of  agricultural  land  is  due 
to  the  fact  that  more  fertile  land  will  produce  a  larger 
crop,  consequently  it  is  of  greater  value,  and  the  rent 
measures  the  difference  in  the  value  of  the  product  be¬ 
tween  land  which  is  so  poor  as  to  be  of  practically  no 
value,  and  a  more  fertile  piece  of  land. 

Stating  the  law  in  this  way  involves  the  assumption 
that  we  are  considering  comparatively  equal  areas  of 
land,  on  which  there  is  a  comparatively  equal  expendi¬ 
ture  of  labor,  with  an  unequal  result  in  produce.  The 
law  might  equally  well  be  inverted  so  as  to  consider 
two  pieces  of  land  which  yield  an  equal  product,  but 
the  more  fertile  piece  would  be  of  smaller  area  and 
would  yield  its  product  with  a  much  less  application 
of  labor.  It  thus  becomes  apparent  that  the  rent  may 
equally  well  be  considered  as  the  value  of  the  labor 
saved  or  avoided  in  getting  a  given  product  from  a  more 
fertile  piece  of  land;  as  against  getting  it  from  land  so 
poor  as  to  be  of  little  or  no  value. 
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This  form  of  statement  of  the  law  appears  to  be 
better  than  Ricardo’s  (although  the  fundamental  re¬ 
lation  is  the  same)  because  it  is  more  general,  and  be¬ 
cause  under  this  form  of  statement  we  can  account  not 
only  for  the  higher  rents  paid  for  more  fertile  agricul¬ 
tural  lands,  but  also  for  the  higher  rents  paid  for  land 
which  is  more  accessible  to  transportation  or  to  a  market, 
even  though  it  be  no  more  fertile,  which  Ricardo’s 
law  in  its  original  form  would  not  account  for.  Under 
this  aspect  the  rent  secured  for  a  given  piece  of  land 
would  represent  not  alone  labor  saved  by  its  greater 
fertility,  but  also  labor  saved  *  through  its  greater  ac¬ 
cessibility.  For  example,  it  is  well  known  that  farm 
land  situated  near  a  railroad  is  more  valuable  than  that 
which  is  in  an  inaccessible  mountain  valley. 

City  Rent. — This  form  of  statement  of  the  law  of 
rent  will  also  explain  city  rent  as  well  as  agricultural 
rent.  In  the  city,  land  has  value  in  proportion  to  its 
accessibility  to  the  largest  number  of  people.  Real 
estate  operators  go  so  far  as  actually  to  count  the  num¬ 
ber  of  persons  passing  a  given  location  in  a  day,  and 
base  their  judgments  of  real  estate  values  on  the  sta¬ 
tistics  thus  secured.  The  thing  that  is  really  being  paid 
for  when  a  city  merchant  rents  a  site  on  a  busy  street 
is  convenience  to  the  people.  If  the  people  would 
equally  patronize  a  store  located  on  a  back  street  the 
merchant  would  not  pay  more  to  be  located  on  the  main 
street.  It  is  thus  the  people’s  convenience  that  is  being 
paid  for  in  the  form  of  city  rent. 

Now  it  must  be  clear  that  if  both  agricultural  and 
city  rent  are  the  price  of  labor  saved  or  avoided,  and  if 
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people’s  time  and  effort  are  worth  more  in  dollars, 
which  is  the  case  when  the  wage  level  rises,  then  rents 
will  tend  to  rise  in  a  proportionate  degree,  whether 
they  be  agricultural  rents  or  city  rents. 

Third  Element  in  Production  Cost— Cost  of  Raw  Materials 

All  materials  in  the  ultimate  analysis  come  from 
the  ground.  Everything  that  is  done  to  them  by  men 
from  the  time  they  leave  their  natural  state  to  the  time 
that  they  enter  into  industry  is  the  result  of  human 
effort  and  labor,  so  that  their  cost  at  the  point  of  con¬ 
sumption  is  the  cost  of  the  work  put  on  them  to  bring 
them  to  that  point,  plus  their  value  in  the  natural  state 
in  which  they  originally  occurred.  Now  the  cost  of  the 
work  put  on  them  obviously  depends  on  the  wage  level 
and  will  rise  and  fall  as  wages  do. 

The  law  which  governs  the  value  of  raw  materials 
in  the  natural  state  is  simply  a  variation  of  the  law  of 
rent.  Coal  or  iron  ore  in  the  ground,  or  timber  on  the 
stump,  has  a  value  which  is  the  result  of  superior  suit¬ 
ability  for  human  use.  A  ton  of  iron  ore  in  a  certain 
natural  deposit,  for  instance,  is  of  value  in  proportion 
as  that  ton  of  iron  ore  can  be  brought  to  the  surface 
and  transported  to  the  market  at  less  cost  than  a  ton 
of  iron  ore  in  some  other  deposit. 

How  It  Works. — This  may  be  explained  somewhat 
more  in  detail  as  follows.  As  a  country  develops  and 
its  natural  resources  are  progressively  consumed,  at 
first  only  the  most  accessible  and  richest  natural  re¬ 
sources  will  be  worked,  but  as  larger  supplies  of  goods 
are  needed,  the  less  desirable  sources  of  raw  materials 
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will  be  sought  out  and  worked.  To  put  it  in  another 
way,  those  sources  will  be  first  developed  which  require 
the  least  effort  and  expense.  As  additional  units  are 
needed  men  will  turn  their  efforts  towards  working  the 
less  desirable  natural  resources. 

But  from  the  very  fact  that  these  sources  are  less 
desirable,  more  labor  and  effort  must  be  spent  for  each 
unit  produced.  Now  all  the  units  will  sell  for  the  same 
price  in  the  market,  and  this  price  must  be  sufficient 
to  cover  the  cost  of  production  of  the  units  secured 
from  the  least  desirable  sources  which  are  necessary  to 
meet  the  current  demand,  for  if  it  were  not  they  could 
not  be  worked  at  all.  Consequently  the  producers  who 
control  the  more  desirable  sources  will  have  a  surplus 
left  after  paying  all  expenses,  which  will  be  equal  to 
the  labor  saved  through  their  possession  of  superior 
sources.  This  surplus  then  becomes  the  measure  and 
the  cause  of  the  value  of  the  resources  themselves. 

It  will  thus  be  seen  that  the  value  of  natural  re¬ 
sources  in  the  natural  state  depends  on  the  value  of  the 
labor  that  can  be  saved  in  securing  and  marketing  the 
materials  involved,  and  consequently  we  must  expect 
that  values  of  all  natural  resources  whether  iron  ore, 
timber,  or  what-not,  will  tend  to  rise  just  in  proportion 
as  the  wage  level  rises,  and  conversely  will  fall  as  the 
wage  level  falls. 

Caution. — It  must  be  recognized  that  in  dealing 
with  natural  resources  the  values  are  influenced  by  the 
future,  that  is,  scarce  natural  resources  often  have  a 
value  above  that  at  which  they  can  be  profitably  worked 
at  the  present  time,  because  the  owners  foresee  a  higher 
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value  in  the  future.  This  being  true,  it  follows  that  the 
adjustment  of  the  value  of  natural  resources  to  the 
wage  level  will  not  be  instantaneously  made,  for 
changes  in  the  wage  level  which  are  regarded  as  tem¬ 
porary  only,  will  not  make  their  presence  felt  in  the 
price  of  natural  resources  until  it  has  become  clear  what 
the  stabilized  future  wage  level  is  to  be.  Consequently, 
we  must  be  careful  to  observe  that  the  values  of  na¬ 
tural  resources  in  their  movements  lag  somewhat  be¬ 
hind  the  movements  of  the  wage  level,  and  it  may  take 
several  years  after  a  substantial  change  in  wage  levels 
before  a  corresponding  change  is  realized  in  the  value 
of  natural  resources.  Nevertheless  the  tendency  is 
there  and  it  will  become  effective  very  soon  after  it  has 
become  clear  that  wages  are  stabilized  at  a  new  level. 

Fourth ]Element]in]Production  Cost — Cost  of  Capital 

The  capital  costs  of  a  business  enterprise  depend 
first,  on  the  total  amount  of  capital  required,  and, 
second,  on  the  rate  that  must  be  paid  for  it.  The  rate 
that  must  be  paid  to  secure  capital  is  controlled  by 
economic  laws  with  which  we  are  not  particularly  con¬ 
cerned  at  this  stage  of  our  discussion.  But  the  amount 
of  capital  required  for  a  given  enterprise  is  directly 
dependent  on  the  level  of  wages.  This  is  easily  recog¬ 
nized  in  the  case  of  current  assets,  such  as  inventories 
of  raw  material,  goods  in  process,  and  finished  goods, 
which  are  continually  being  used  up,  and  replaced  at 
frequent  intervals,  so  that  their  cost  keeps  pace  with 
the  current  rates  of  wages.  We  have  already  seen 
that  payrolls,  rents  and  raw  material  costs  will  tend 
to  vary  with  the  level  of  wages,  so  that  the  amount  of 
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capital  required  to  finance  all  of  the  items  commonly 
known  as  current  assets  depends  on  the  wage  level. 

We  have  had  a  striking  illustration  of  this  in  the 
last  few  years  when  even  the  strongest  and  most  profit¬ 
able  companies  have  frequently  found  their  capital  and 
earnings  insufficient  to  provide  for  the  enormously  in¬ 
creased  cost  of  inventories  and  other  items  of  current 
assets.  Company  after  company  has  found  it  necessary 
to  borrow  heavily  and  even  resort  to  stock  or  bond 
issues  to  secure  the  necessary  capital  to  take  care  of 
this  great  increase  in  the  amount  of  working  capital  re¬ 
quired.  All  those  in  the  least  familiar  with  business 
must  now  recognize  that  working  capital  requirements 
increase  in  proportion  to  the  wage  level. 

Now,  the  amount  of  working  capital  required  by 
industry  is  usually  the  largest  half  of  the  investment; 
the  fixed  investment  in  buildings  and  machinery  is  ac¬ 
tually  less  as  a  rule  than  the  investment  in  inventories, 
cash  and  accounts  receivable.  So  that  we  find  the 
larger  item  of  capital  requirements  actually  increases 
or  declines  in  proportion  to  the  wage  level. 

Fixed  Assets 

But  it  is  not  so  generally  realized  that  the  fixed  cap¬ 
ital  investment  also  varies  with  the  level  of  wages.  In 
fact,  in  our  ordinary  thinking  we  would  be  inclined  to 
regard  this  statement  as  a  paradox,  for  buildings  once 
built  or  a  factory  once  equipped  with  machinery,  we  are 
inclined  to  think  that  the  values  do  not  change,  but  are 
fixed  as  long  as  those  buildings  or  machines  endure.  A 
little  thought,  however,  will  show  that  this  is  not  the 
case.  It  is  recognized  by  all  investors  that  if  a  build- 
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ing  is  built  at  a  time  of  excessive  costs,  and  costs  pres¬ 
ently  decline,  the  owners  of  that  building  will  lose,  and 
their  investment  will  be  worth  less  just  in  proportion  as 
the  cost  of  building  declines.  The  investor  loses  be¬ 
cause  he  misjudged  the  market  and  built  at  the  wrong 
time,  and  this  loss  is  a  real  loss  which  cannot  be  evaded 
or  passed  on  to  others.  In  precisely  the  same  way,  in 
a  time  of  rising  wages  and  costs,  buildings  or  machin¬ 
ery  built  at  a  lower  wage  scale  actually  increase  in 
value.  The  owners  who  got  in  at  the  right  time,  at  the 
time  of  low  costs,  actually  receive  a  profit,  which  is  the 
reward  of  their  good  judgment  or  good  luck,  and  which 
is  real  and  cannot  be  diverted  from  them. 

Exactly  as  with  the  case  of  natural  resources,  if 
more  production  is  needed,  requiring  more  units  of  fixed 
capital,  the  price  realized  for  the  goods  produced  must 
be  sufficient  to  pay  a  fair  return  on  the  new  units  of 
capital  investment  required.  Otherwise,  such  invest¬ 
ments  will  not  be  made  and  the  demand  for  goods  can¬ 
not  be  satisfied;  but  if  such  investments  are  necessary, 
then  the  price  for  the  goods  must  be  high  enough  to 
yield  a  fair  return  on  them  before  any  investor  will  put 
up  his  money,  and  consequently  all  units  of  fixed  capi¬ 
tal  previously  constructed  at  low  costs  receive  a  higher 
return  and  actually  have  a  higher  value  in  proportion  as 
the  cost  of  new  units  rises. 

If  the  new  and  higher  wage  level  is  permanent  there 
is  no  way  of  avoiding  a  corresponding  increase  in  the 
value  of  fixed  investments.  Of  course,  if  the  higher 
wage  level  proves  to  be  only  temporary,  then  the  units 
of  fixed  capital  built  in  the  high  cost  period  will  decline 
in  value  in  proportion  as  the  reproduction  cost  de- 
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dines,  which  is  only  to  say  that  the  value  of  fixed  assets 
constantly  changes  in  proportion  as  the  cost  of  repro¬ 
duction  rises  or  falls.  In  recognition  of  this  fact  all 
fire  insurance  policies  are  based  on  reproduction  cost. 

But  the  reproduction  cost  is  almost  entirely  a  ques¬ 
tion  of  current  wage  rates  and  material  prices,  and  the 
material  prices  themselves  as  we  have  shown  depend  on 
the  price  of  labor.  It  will  thus  be  seen  that  capital 
costs  as  well  as  the  other  elements  of  production  cost 
tend  to  rise  or  fall  in  proportion  as  the  wage  level  itself 
rises  or  falls.  As  with  the  values  of  raw  materials  and 
natural  resources  considerable  time  will  be  required  to 
complete  the  process,  but  in  the  long  run  the  result  is 
inevitable. 

The  General  Rule 

We  have  now  shown  that  all  four  elements  in  the 
cost  of  producing  goods  tend  to  rise  proportionately  to 
any  rise  in  the  general  wage  level.  It  is  true  that  some 
time  interval  must  elapse  before  some  of  the  elements 
will  fully  take  up  their  proportionate  share  of  the  rise. 
But  even  so  their  ultimate  tendency  is  to  rise  fully  in 
proportion  to  the  rise  in  wages.  This  being  so  is  it  not 
clear  that  there  cannot  be  any  such  advantage  for  the 
wage  earners  in  a  general  rise  in  wage  levels  as  is  or¬ 
dinarily  supposed  to  be  the  case?  Is  it  not  clear,  in¬ 
deed,  that  any  advantage  gained  in  this  way  can  only 
be  a  temporary  and  fleeting  one,  that  permanent  ad¬ 
vantage  from  this  source  could  only  be  achieved  by  a 
perpetual  and  continuing  advance  in  wages -faster  than 
other  costs  could  keep  up?  But  this  is  manifestly  an 
impossibility  for  any  extended  time.  If  we  are  to 
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achieve  any  real  permanent  advance  in  the  standard  of 
living  of  wage  earners,  it  must  be  sought  in  some  other 
direction  and  by  some  other  means  than  general  wage 
advances. 

Wages  and  Prices 

This  will  become  even  more  certain  and  clear  if  we 
turn  our  attention  for  a  few  moments  to  the  relations 
existing  between  wages  and  prices,  rather  than  the  re¬ 
lation  between  wages  and  production  costs,  which  we 
have  been  discussing  up  to  now. 

Prices  depend  on  the  conditions  of  supply  and  de¬ 
mand.  An  increase  in  the  wage  level,  without  an  in¬ 
crease  in  the  quantity  of  goods  produced,  simply  sets 
more  dollars  competing  for  the  same  volume  of  pro¬ 
duce.  Under  these  conditions  the  law  of  supply  and 
demand  immediately  begins  to  cause  a  rise  in  prices. 
The  high  wages  not  only  cause  an  increase  in  costs,  as 
we  have  seen,  but  they  also  set  up  an  increase  in  demand 
which  assists  the  increase  in  costs  in  bringing  about  a 
corresponding  rise  in  prices.  After  all,  both  of  the 
factors  which  control  prices,  both  supply  and  demand, 
depend  on  the  wage  level;  for  all  values  exist  only  by 
reason  of  two  things,  first,  our  human  desire  for  the 
goods,  and  second,  our  difficulty  in  securing  them.  Now, 
firstly,  desire  for  goods  can  only  be  economically  effec¬ 
tive  when  expressed  in  dollars  offered  for  goods,  and 
the  amount  of  dollars  which  the  bulk  of  men  can  offer 
depends  on  the  general  scale  of  wages,  rising  as  wages 
rise,  and  falling  when  wages  fall.  Secondly,  the  diffi¬ 
culty  or  the  cost  of  producing  the  goods  likewise  de¬ 
pends  on  the  wage  level,  for  as  we  have  shown,  the  cost 
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of  labor,  that  is  the  wage  level,  regulates  the  cost  of 
all  the  other  elements  which  enter  into  production. 
Consequently  both  cost  and  demand  rise  as  wages  rise, 
and  naturally  prices  rise  proportionately. 

It  is  like  pumping  water  into  a  pond.  The  water 
in  the  pond  will  rise,  not  only  at  the  point  where  the 
water  is  coming  in,  but  all  over  the  whole  surface  of 
the  pond,  and  the  surface  continues  to  be  level  or  ap¬ 
proximately  level  no  matter  how  fast  the  water  is 
poured  in.  So  with  the  structure  of  prices;  if  wages 
are  pushed  up  to  a  higher  level  they  carry  all  the  rest 
of  the  price  structure  up  with  them,  and  the  whole  gen¬ 
eral  level  of  prices  rises  more  or  less  uniformly. 

Money 

Consider  also  the  true  nature  of  money  in  its  rela¬ 
tions  to  real  wealth.  Money — dollars  are  not  themselves 
wealth.  Real  wealth  consists  of  goods  which  have  the 
power  to  gratify  human  wants.  Dollars  are  only  a 
means  of  exchanging  goods.  Dollars  are  only  counters 
which  we  use  in  exchange,  we  use  them  only  because 
they  are  convenient  for  the  purpose,  and  their  value 
depends  on  what  they  will  purchase.  If  neither  goods 
nor  labor  could  be  had  for  dollars,  dollars  themselves 
would  have  no  value.  They  would  be  just  so  many  bits 
of  metal  or  paper.  You  cannot  eat  dollars,  nor  wear 
them,  nor  heat  your  house  with  them.  They  are  solely 
a  medium  of  exchange — a  means  by  which  one  pro¬ 
ducer  exchanges  his  products  for  the  products  of  some 
other  producer.  It  must  be  plain  then,  that  merely 
increasing  the  numbers  of  dollars — that  is  counters — in 
circulation  cannot  possibly  add  anything  to  the 
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standard  of  living  of  the  people.  It  is  merely  pump¬ 
ing  more  water  into  the  pond,  the  surface  of  which 
still  remains  level.  Injecting  more  dollars  into  the  cir¬ 
culating  currency  through  the  medium  of  the  pay  en¬ 
velop  raises  the  whole  level  of  costs  and  prices  at  all 
points.  It  cannot  secure  for  the  people  a  greater  vol¬ 
ume  of  goods  for  a  less  degree  of  human  elfort,  which 
is  the  real  problem. 

It  is  surely  absurd  to  suppose  that  the  purely  acci¬ 
dental  and  fortuitous  circumstance  of  the  amount  of 
gold  or  silver  in  the  world  available  for  use  as  money 
can  control  the  standard  of  living.  Human  well-being 
could  not  possibly  be  limited  by  any  such  arbitrary 
factor.  It  is  equally  absurd  to  suppose  that  the  worker’s 
only  road  to  a  higher  standard  of  living  is  by  getting 
more  grains  of  gold,  or  their  equivalent,  into  his  pay 
envelope — and  yet  the  constant  demand  for  generally 
higher  wages  can  only  be  justified  by  this  fallacious 
assumption. 

Relation  of  Prices^and  Wages 

The  broad  conclusion  which  we  draw  from  this 
whole  argument  is  that  values  tend  to  retain  a  constant 
relation  to  wage  levels.  No  matter  what  extraordin¬ 
ary  changes  may  occur,  in  the  long  run  prices  and 
wages  will  return  to  approximately  those  same  relative 
proportions  from  which  they  started. 

In  making  a  generalization  so  broad  and  sweeping 
as  the  above,  it  must  always  be  remembered  that  this 
represents  a  fundamental  tendency  only,  which  may  be 
relied  on  to  work  itself  out  in  the  long  run,  but  which 
may  be  subject  to  many  temporary  variations  and 
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even  to  exceptions  under  special  circumstances.  It  must 
be  assumed  also  that  other  conditions  remain  equal, 
that  is,  there  are  no  substantial  changes  in  methods  of 
production  involving  substantial  changes  in  production 
costs. 

As  illustrating  variations  in  the  rate  at  which  dif¬ 
ferent  costs  will  rise,  and  also  the  tendency  for  all  to 

280 

260 

240 

220 

12 
<L> 

f  200 

£ 

8  180 
’O 

c 

160 
140 

120 
100 

July  July  July  July  J_uneN  M  J  N  M  J  N  M  J  N  M  J  N  M  J  N  M  J  N  M  J  N  M  J 
1914  1915  1916  1917  1918  1919  1920  1921  1922  1923  1924  1925  1926 

Figure  1.  Changes  in  Major  Items  of  Cost  of  Living  in  the  United  States 
since  1914,  which  year  is  used  as  base  100 

approximate  a  uniform  percentage  of  increase  in  the 
long  run,  there  is  reproduced  in  Figure  1  a  diagram 
from  a  recent  study  of  the  National  Industrial  Con¬ 
ference  Board  on  the  cost  of  living.  The  various  curves 
in  this  figure  represent  the  retail  prices  to  the  consumer 
of  the  principal  elements  in  the  cost  of  living.  It  is  in- 
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teresting  to  note  how  the  prices  of  food  and  clothing 
rose  rapidly  in  the  early  years  of  the  war,  while  rent 
was  comparatively  slow  to  respond  to  the  rise  in  wages. 
But  now  at  the  present  time  it  is  interesting  to  see  how 
all  of  the  different  prices  are  approximating  a  common 
percentage  of  increase  over  the  pre-war  level. 

Food  prices,  it  is  true,  have  been  unduly  depressed 
since  1920,  but  even  these  seem  to  be  gradually  moving 
in  line. 

The  conclusion  of  this  whole  argument  is  that  it 
makes  substantially  no  difference  to  the  wage  earners 
of  the  world  whether  the  money  level  of  wages  be  low 
or  high;  and  that  the  wage  level  is  a  comparatively  ac¬ 
cidental  affair  so  far  as  the  standard  of  living  of  the 
nations  is  concerned.  It  is  in  fact  a  matter  of  compara¬ 
tive  indifference,  once  time  has  been  allowed  to  com¬ 
plete  the  cycle  of  changes,  whether  wage  levels  be  low 
or  high,  so  far  as  concerns  the  living  standard  of  people 
generally. 

If  this  statement  had  been  made  before  the  war,  it 
is  likely  that  very  few  people  would  have  believed  it, 
but  the  experience  of  the  war  has  given  us  new  data  and 
new  viewpoints  in  many  ways  and  of  very  great  value. 

The  Evidence 

We  all  know  what  has  been  the  experience  of  the 
United  States.  Prices  have  risen  substantially  as  fast 
as  wages. 

The  Peoples  Legislative  Service,  of  whose  execu¬ 
tive  committee  Senator  LaFollette  was  chairman,  has 
put  out  a  twenty-page  pamphlet  which  aims  to  show, 
by  a  series  of  tables  taken  mostly  from  government 
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sources,  that  union  wages  actually  did  not  keep  pace 
with  the  cost  of  living. 

The  National  Industrial  Conference  Board  finds 
that  wages  of  industrial  workers  had  gained  in  pur¬ 
chasing  power  an  average  of  about  30  per  cent  in  1923 
over  1913. 

The  Cleveland  Trust  Company’s  Business  Bulle¬ 
tin  for  May,  1926,  published  a  diagram,  reproduced 


Figure  2.  Purchasing  Power  of  Factory  Workers  and  of  Farmers 
for  Period  1915-1926 

in  Figure  2,  which  seems  to  confirm  this  figure,  but 
shows  a  corresponding  decline  in  the  purchasing  power 
of  farmers  of  about  15  per  cent.  In  numbers  the 
two  groups  about  offset  one  another  and  what  the  in¬ 
dustrial  workers  have  gained  the  farmers  have  in  large 
part  lost.  The  net  average  gain  for  the  entire  popula- 
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tion  corresponds  almost  exactly  to  the  statistical  esti¬ 
mates  of  the  increase  in  national  production  in  the  ten- 
year  period. 

The  N ational  Bureau  of  Economic  Research,  a  non¬ 
partisan  organization  on  whose  board  both  labor  and 
business  men  are  represented,  has  recently  completed 
the  most  careful  and  painstaking  studies  ever  made  of 
the  national  income,  as  a  result  of  which  they  present  the 
following  figures  for  the  average  annual  earnings  of 
factory  employees  in  the  United  States  (See  Table 
20,  page  102  of  their  report)  : 


1913 . 

. $  705 

1914 . 

.  616 

1915 . 

.  653 

1916 . 

.  873 

1917 . 

.  1,022 

1918 . 

.  1,148 

But  when  reduced  to  dollars  of  constant  purchasing 
power,  based  on  the  1913  price  level,  these  figures  be¬ 
come: 


1913  . $ 

1914  . 

1915  . 

1916  . 

1917  . 

1918  . 


705 

610 

634 

794 

792 

726 


or  expressed  in  percentage  of  1913  purchasing  power: 


1913  . 100.0% 

1914  .  86.5 

1915  .  89.9 

1916  . 112.6 

1917  . 112.3 

1918  . 103.0 


The  total  increase  in  purchasing  power  over  this 
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period  was  thus  negligible  in  spite  of  the  immense  rise 
in  wages. 

The  Bureau  is  careful  to  point  out  that  these  are 
average  actual  earnings  and  are  consequently  affected, 
by  unemployment  and  short  hours  in  1914  and  1915 
and  by  overtime  during  later  years — which  would  tend 
to  reduce  the  variations  shown. 

On  the  whole  the  average  man  would  probably  be 
inclined  to  confirm  the  figures  and  declare  that  he  lives 
but  very  little  better  now,  with  double  the  wages,  than 
he  did  in  1913. 

Foreign  Countries 

Let  us  turn  now  to  other  countries : 

The  British  Labour  Gazette,  as  quoted  in  the  pam¬ 
phlet  on  “Wages  in  the  United  States  and  Foreign 
Countries,”  issued  by  the  House  Committee  on  IFays 
and  Means,  page  71,  reports  the  rise  in  the  cost  of  living 
in  England  as  164%  up  to  October,  1920.  The  Na¬ 
tional  Industrial  Conference  Board  reports  the  rise 
in  prices  in  England  as  176%  up  to  November,  1920. 
The  rise  in  the  wages  of  various  trades  as  reported  in 
the  House  pamphlet  was  as  follows: 


Coal  Miners  . 215% 

Building  Trades— Skilled  Workers . 143 

“  — Labor  . 212 

Cotton  Weavers  .  233 

Carpet  Weavers  . . 


5  )  953% 

An  average  of .  .191% 

By  October,  1922,  the  cost  of  living  had  fallen  to 
78%  above  July,  1914,  according  to  the  index  of  the 
Ministry  of  Labor,  while  at  the  same  date  the  Labour 
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Gazette  estimated  the  average  increase  in  wages  at 
75%  to  80%  above  the  pre-war  rates. 

In  France,  the  House  pamphlet  tells  us,  the  cost  of 
living  rose  273%  up  to  November,  1920,  while  wages 
rose  on  the  average  200%.  Coal  miners’  wages  we  are 
told  rose  from  182%  to  250%;  iron  and  steel  workers’ 
from  100%  to  255%;  and  bakers’  weekly  wages  from 
250%  to  260%. 

The  Kiel  Institute  of  World  Economics  reported 
in  1920  that  an  investigation  in  twenty  cities  of  Ger¬ 
many  showed  that  wages  had  risen  since  1913,  for: 

Spinners . 630% 

Machinists . 460 

Building  Trades . 454 

3  )  1543% 

An  average  of  . 514% 

The  average  cost  of  living  in  the  same  cities  was  said 
to  have  risen  523%  above  July,  1914.  The  pamphlet 
of  the  House  Committee  on  Ways  and  Means,  reports 
the  average  yearly  earnings  of  farm  laborers  in  Ger¬ 
many  had  risen  on  the  average  471%  from  1913  to 
1920.  These  German  figures  are  all  expressed  in 
Marks. 

The  National  Industrial  Conference  Board  reports 
that  wages  in  the  Berlin  metal  trades  had  risen  from 
1,067%  to  1,884%  up  to  February,  1922,  while  the  cost 
of  living  had  risen  1,889%  in  the  country  as  a  whole 
up  to  February,  and  3,077%  in  Berlin  by  April. 

In  Austria  the  cost  of  living  had  risen  20,400% 
by  October,  1921,  while  at  the  same  date  weekly  earn¬ 
ings  of  metal  workers  in  Vienna  had  increased  from 
16,000%  to  19,000%. 
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Summary 

From  the  data  just  submitted  it  appears  that  the 
actual  experience  of  the  nations  bears  out  our  analysis 
and  our  conclusion  that  there  is  no  real  advantage  for 
the  people  in  high  wage  levels,  because  they  are  inevi¬ 
tably  accompanied  by  equally  high  prices,  and  no  rea¬ 
son  to  fear  a  permanent  decline  in  living  standards 
when  wages  fall,  because  production  costs  and  prices 
decline  with  them.  We  are  glad  to  be  able  to  record 
our  belief  that  this  is  the  fact,  but  even  if  it  were  not 
true,  it  is  still  a  fact,  in  our  opinion,  that  any  attempt 
to  bring  about  uneconomically  high  wage  levels — no 
matter  how  strongly  supported — must  nevertheless  re¬ 
sult  in  failure,  if  not  disaster. 

In  other  words,  our  conviction  is  twofold.  First, 
there  is  no  advantage  to  be  gained  in  attaining  higher 
wage  levels,  even  if  we  could.  The  grounds  of  this 
belief  we  have  endeavored  to  set  out  above. 

And  second,  we  could  not  succeed  in  bringing  about 
higher  wage  levels  than  economic  conditions  naturally 
bring  into  effect,  even  if  we  would.  The  reason  for 
this  is,  we  are  convinced,  that  wage  levels  are  governed 
by  economic  forces  and  conditions  that  are  world  wide 
in  their  scope  and  which  men  are  powerless  to  combat 
or  overthrow.  Wages,  in  other  words,  are  governed 
by  natural  economic  laws,  an  understanding  of  which 
will  make  clear  that  they  are  inevitable  in  their  action 
and  not  to  be  humanly  resisted. 

Our  understanding  of  these  laws  we  will  seek  to 
present  in  the  next  chapter. 


CHAPTER  III 


THE  LAWS  OF  MONEY  WAGES 

In  taking  up  a  study  of  the  factors  which  actually 
determine  money  wages,  the  subject  seems  to  divide 
itself  into  three  heads  or  divisions  controlled  by  three 
different  sets  of  economic  considerations.  The  first 
question  to  which  we  must  find  an  answer  is :  Why  do 
some  people  and  some  classes  of  workers  receive  higher 
wages  or  salaries  than  others?  The  second  question 
is:  Why  is  the  general  wage  level  consistently  higher 
in  some  countries  than  in  others?  And  the  third  ques¬ 
tion  is:  Why  is  the  general  wage  level  higher  in  some 
years  than  it  is  in  other  years?  We  will  discuss  these 
in  order. 


The  Problem  of  Relative  Wages 

Law  of  Supply  and  Demand 

The  first  economic  law  which  influences  wages,  and 
the  most  fundamental  one,  is  the  law  of  supply  and  de¬ 
mand.  This  law  is  the  fundamental  controlling  cause 
of  all  the  variations  of  wages.  We  find  that  in  every 
country  in  the  world  skilled  labor  receives  a  higher 
wage  than  unskilled,  while  the  men  of  the  educated 
professions  generally  receive  higher  wages  than  skilled 
workers,  and  again,  business  executives  receive  higher 
wages  still.  This  seems  to  be  due  to  the  fact  that  there 
is  a  shortage  or  scarcity  of  the  kind  of  human  material 
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which  is  capable  of  doing  the  work  of  the  higher  paid 
occupations.  Almost  any  able-bodied  man  can  do  the 
work  of  an  unskilled  laborer,  but  it  takes  men  of  more 
than  average  mental  capacity  and  considerable  train¬ 
ing  to  acquire  the  skill  which  is  necessary  to  admit  a 
man  to  the  ranks  of  the  skilled  workers. 

It  takes  time,  and  training,  and  considerable  mental 
ability  to  become  a  good  carpenter,  or  a  competent  en¬ 
gineer  for  the  handling  of  a  locomotive  or  a  stationary 
power  plant.  It  takes  a  still  greater  degree  of  native 
talent,  of  education,  and  of  training  to  qualify  for  one 
of  the  learned  professions.  While  a  business  executive 
must  not  only  have  great  mental  ability,  and  frequently 
the  training  of  a  skilled  worker,  as  well  as  that  of  a 
trained  professional  man,  but  must  also  have  the  still 
rarer  qualities  of  leadership,  self-reliance,  courage,  vis¬ 
ion,  and  the  ability  to  secure  the  loyalty  and  co-opera¬ 
tion  of  the  men  under  him.  The  handling  and  leader¬ 
ship  of  men  is  an  even  more  rare  gift  than  the  handling 
of  the  mental  problems  of  the  skilled  professions.  There 
are  many  other  occupations  such  as  that  of  the  actor, 
the  writer,  the  artist,  the  minister,  the  teacher  and  pro¬ 
fessor,  which  find  their  own  levels  somewhere  in  the 
scale  of  salaries  paid. 

The  law  which  seems  to  govern  all  these  various 
relationships  is  simply  the  law  of  supply  and  demand. 
The  salary  or  wages  that  a  man  receives  depends  on 
two  factors:  First,  on  the  relative  scarcity  of  men  who 
are  capable  of  doing  this  work ;  and  second,  on  the  de¬ 
mand  there  is  for  them.  If  there  are  many  men  cap¬ 
able  of  doing  a  given  class  of  work,  and  not  much  de¬ 
mand  for  their  services,  then  wages  or  salaries  for  that 
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work  will  be  comparatively  low.  But  if  there  are  very 
few  men  who  can  perform  the  work  competently,  and 
a  great  deal  depends  on  its  being  well  done,  then  the 
salaries  paid  will  be  proportionately  high. 

In  a  free  country  like  the  United  States  this  is 
practically  the  only  consideration  influencing  relative 
wages  (that  is,  the  wages  or  salary  of  one  individual 
in  relation  to  those  of  others).  In  the  older  countries 
of  Europe  and  Asia,  there  are  frequently  caste  and 
class  distinctions  which  make  it  practically  impossible 
for  a  man  to  rise  above  the  position  in  which  he  was 
born.  But  in  the  United  States  we  may  all  be  thankful 
that  this  sort  of  limitation  on  ability  has  been  almost 
eliminated.  Here  the  very  best  of  education  is  open 
to  any  man  who  is  willing  to  work  for  it,  and  a  great 
proportion  of  our  highest  paid  executives  have  worked 
their  way  up  by  their  own  efforts  from  the  most  humble 
beginnings.  We  in  the  United  States  are  committed 
to  the  belief,  which  is  fundamental  to  all  our  institu¬ 
tions,  that  there  is  no  way  so  fair  and  just  of  determin¬ 
ing  the  reward  to  be  paid  each  individual  as  our  method 
of  equality  of  opportunity  and  free  competition.  It  is 
our  American  belief  that  such  conditions  offer  the 
greatest  probability  that  the  best  men  will  come  to  the 
front,  and  the  men  receiving  the  highest  personal  re¬ 
wards  will  be  those  who  have  earned  them  by  rendering 
superior  services. 

Importance  of  Management 

All  investors  know  that  the  failure  or  success  of  an 
industrial  enterprise  depends  primarily  on  the  ability 
of  a  very  small  group  of  men  at  the  top,  frequently  on 
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the  ability  of  only  one  man.  Probably  most  of  the  suc¬ 
cessful  concerns  in  this  country  were  built  up  originally 
by  one  highly  capable  individual.  Emerson  said  that 
“Every  institution  is  but  the  lengthened  shadow  of  a 
dominating  personality.”  Certainly  we  have  all  known 
of  numerous  cases  where  a  highly  successful  concern 
became  a  failure  on  the  death  of  its  founder,  and  other 
cases  again  in  which  concerns  in  a  tottering  condition 
were  taken  hold  of  by  a  manager  of  unusual  ability  and 
rapidly  brought  to  a  condition  of  great  prosperity. 

In  the  large  industrial  units  of  today  a  single  error 
of  judgment  or  a  single  brilliant  perception  on  the 
part  of  the  manager  may  be  worth  more  to  the  com¬ 
pany  in  loss  or  profit  than  the  entire  payroll  of  the  es¬ 
tablishment  for  months.  Where  so  much  depends  on 
management  of  the  highest  order,  and  where  so  few 
men  can  be  found  with  the  requisite  ability,  it  is  not 
surprising  that  the  salaries  paid  are  very  large. 

To  sum  up  then,  relative  wages  depend  on  the 
scarcity  of  men  of  the  required  sort  of  ability,  and  on 
the  demand  that  there  is  for  them. 

The  Problem  of  the  General  Level  of  Wages 

Wage  Levels  jn  Different  Countries 

Our  second  topic  is  the  causes  of  variation  in  wage 
levels  from  one  country  to  another.  We  find  that  in 
every  country  there  is  about  the  same  relative  propor¬ 
tion  between  the  wages  of  the  skilled  and  unskilled 
workers,  between  skilled  workers  and  men  of  the 
learned  professions,  and  between  men  of  learning  and 
men  of  executive  ability.  But  there  is  a  wide  variation 
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in  the  general  levels  of  wages  prevailing  in  the  different 
countries.  The  wage  level  of  the  United  States  is  the 
highest  of  any  country  in  the  world.  England  prob¬ 
ably  comes  next  at  about  half  the  wage  scales  of  this 
country.  France  and  Belgium  are  at  a  level  about  two- 
thirds  that  of  England,  and  Japan  and  Italy  about 
two-thirds  that  of  France.  Germany  before  the  war 
was  practically  on  a  level  with  England,  but  is  now 
much  lower,  while  Asiatic  and  Oriental  countries  are 
lower  still.  Probably  the  lowest  wage  levels  of  the 
world  are  to  be  found  in  the  Far  East  in  India  and 
China.  These  relations  are  clearly  seen  in  the  diagram  in 
Figure  3  taken  from  The  Cleveland  Trust  Company’s 
Business  Bulletin. 

International  Competition 

For  many  years  these  general  relations  have  re¬ 
mained  fairly  constant,  and  it  must  be  clear  that 
there  is  some  fundamental  cause  at  work  maintaining 
these  constant  differences  in  levels.  This  cause  un¬ 
doubtedly  must  be  sought  in  the  conditions  of  interna¬ 
tional  trade.  Very  many  of  the  commodities  most 
largely  produced  and  most  necessary  to  human  life  have 
an  international  market.  The  price  of  wheat,  for  in¬ 
stance,  is  fixed  by  world  wide  harvest  conditions,  includ¬ 
ing  crop  conditions  not  alone  in  the  United  States  but 
in  South  America,  in  India,  in  Russia  and  in  the  Euro¬ 
pean  nations.  Wheat  raisers  of  all  countries  send  their 
crops  to  the  same  markets,  and  a  bushel  of  wheat  de¬ 
livered  at  Liverpool  sells  for  the  price  prevailing  there, 
according  to  its  kind  and  quality,  regardless  of  what 
part  of  the  world  it  was  raised  in,  whether  in  Canada, 
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United  States,  Australia,  Argentina,  India,  or  Russia. 
Its  value  in  the  market  is  the  same  no  matter  how  widely 
varying  may  be  the  conditions  of  its  production.  Wages 
of  the  harvest  hands  in  Canada  or  northwestern  United 
States  may  be  six  dollars  a  day,  while  in  the  wheat  fields 


Figure_3.  Average  Weekly  Wages  of  Men  in  Ten  Industries  in  Each  of 

Seven  Countries  in  1920 


of  Russia  or  India  the  workers  may  be  paid  only  a  few 
cents  a  day.  Yet  a  bushel  of  wheat  raised  in  any  of 
these  fields  would  bring  the  same  price  delivered  on  the 
wharves  of  Liverpool,  quality  being  equal. 

It  is  clear  that  the  Canadian  farmer  paying  five  or 
six  dollars  a  day  could  not  exist  in  competition  with  the 
great  land  owners  of  India  unless  the  production  of 
Canadian  workers  was  correspondingly  larger  than  that 
of  the  workers  in  India,  or  else  other  costs  must  be  less. 
If  wages  in  Canada  were  so  high  that  wheat  raising  was 
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unprofitable,  then  wheat  farms  would  be  abandoned  and 
the  harvest  hands  would  be  without  employment,  while 
if  wheat  raising  in  India  or  Russia  were  particularly 
profitable  on  account  of  the  low  scale  of  wages,  then 
those  lands  would  be  worked  to  the  highest  degree,  and 
would  become  extremely  valuable. 

Wheat  is  only  one  example  of  the  products  which 
enter  into  international  trade.  With  many  other  pro¬ 
ducts  a  similar  condition  exists.  Cotton  raised  in  the 
southern  states  must  compete  with  cotton  from  India 
and  Egypt.  Coal  mined  in  Pennsylvania  must  com¬ 
pete  with  coal  mined  in  Wales  and  Yorkshire.  Steel 
produced  in  Pittsburg  competes  with  steel  from  Shef¬ 
field  or  from  Belgium,  France  or  Germany. 

How  It  Works 

Wage  levels  are  responsive  to  the  fundamental  law 
of  supply  and  demand.  When  there  is  a  greater  de¬ 
mand  for  wage  earners  than  can  be  supplied,  wages 
will  rise,  as  they  did  in  the  United  States  during  the 
war,  and  when  there  is  a  greater  supply  of  wage  workers 
than  the  industries  can  use,  wages  will  fall  as  they  did 
during  the  great  depression  of  1921.  As  the  wage  level 
rises  or  falls,  production  costs,  as  we  have  shown,  will 
rise  or  fall  correspondingly.  In  a  country  where  wages 
are  disproportionately  high  and  unemployment  exists, 
any  lowering  of  wages,  with  its  corresponding  reduc¬ 
tion  of  costs,  will  open  up  possibilities  of  a  wider 
market.  Some  established  industries  will  be  placed  in 
a  better  position  to  meet  foreign  competition  and  will 
secure  a  much  larger  volume  of  orders,  while  other  in¬ 
dustries  which  are  not  now  successfully  established  will 
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begin  to  take  root  and  grow  and  will  soon  become  pros¬ 
perous.  In  both  types  of  industry  there  is  created  a 
larger  demand  for  labor  and  so  after  a  certain  time  the 
surplus  labor  is  absorbed  and  wage  levels  cease  to  fall. 

Likewise,  in  a  country  where  wage  levels  are  dis¬ 
proportionately  low,  industries  will  expand  and  capture 
the  foreign  trade  of  the  world,  and  a  strong  demand  for 
labor  will  be  established  which  will  presently  cause 
wages  and  costs  to  rise  until  such  industries  no  longer 
have  an  advantage  in  cost  of  production  over  those  of 
other  countries.  Through  the  higher  prices  they  will 
thus  be  obliged  to  ask,  their  market  outlets  will  be  grad¬ 
ually  narrowed  until  the  demand  for  labor  no  longer  ex¬ 
ceeds  the  supply  and  their  wage  levels  then  will  become 
stabilized. 

Wage  Levels  Depend|on  Productive  Efficiency 

Now  the  points  at  which  the  wage  levels  of  the  var¬ 
ious  countries  will  stabilize  will  be  roughly  proportional 
to  the  average  productivity  of  labor  in  the  respective 
countries.  For  the  wage  levels  of  the  respective  coun¬ 
tries  will  adjust  themselves  to  such  points  as  approxi¬ 
mately  equalize  the  production  costs  of  such  goods  as 
are  chiefly  exported.  With  production  costs  of  the  dif¬ 
ferent  countries  approximately  equal,  but  with  different 
wage  levels,  the  difference  in  wages  must  be  due  to  a 
difference  in  the  productivity  of  labor  and  management 
in  industry. 

Of  course,  it  will  not  necessarily  be  true  of  any  par¬ 
ticular  product  that  the  production  costs  in  the  different 
countries  will  be  exactly  equal,  but  there  will  be  a  broad 
general  equalizing  action  between  the  various  countries 
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in  the  costs  of  those  goods  which  make  up  the  bulk  of 
international  trade,  bringing  about  more  or  less  stable 
conditions  under  which  the  producers  of  each  country- 
are  able  to  secure  their  fair  share  of  the  world’s  trade 
and  keep  their  populations  reasonably  fully  employed. 

Neither  does  it  follow  that  differences  in  the  average 
productivity  of  the  labor  in  different  countries  are  due 
to  labor  alone.  On  the  contrary,  they  are  affected  by 
many  external  conditions  such  as  the  efficiency  of  man¬ 
agement,  the  use  of  machinery,  the  wealth  of  natural 
resources,  the  fertility  of  the  soil,  the  density  of  popula¬ 
tion,  the  cost  of  transportation,  the  state  of  national 
finances,  the  burden  of  taxation,  the  intelligence  and 
stability  of  the  government,  and  also  many  other 
factors. 

If  we,  here  in  the  United  States,  have  a  high  wage 
level  it  is  because  our  average  per  capita  production  is 
very  high  and  we  consequently  are  able  to  pay  these 
high  wages  and  still  sell  our  products  in  competition 
with  the  products  from  other  countries.  If  the  wage 
level  in  China  or  India  is  extremely  low  it  is  because 
the  average  per  capita  production  of  their  peoples  is  so 
low  that  their  products  could  not  be  sold  in  the  competi¬ 
tive  markets  of  the  world  except  for  the  corresponding 
cheapness  of  their  labor.  In  any  particular  country 
like  the  United  States,  we  will  develop  all  of  those  in¬ 
dustries  which  can  pay  our  wage  scale  and  still  com¬ 
pete  with  other  countries.  Industries  which  cannot  do 
it  will  not  exist  here.  Industries  which  can  do  it  will 
expand  and  grow,  and  employ  increasing  numbers  just 
in  proportion  as  they  are  able  to  win  their  way  in  the 
markets  of  the  world. 
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taw  of  General  Wage  Level 

To  sum  up,  the  law  of  the  general  wage  level  is  that 
the  normal  wage  level  of  each  country  depends  on,  and 
roughly  corresponds  to,  that  country’s  general  average 
productivity  of  labor.  If  the  wage  level  be  artificially 
raised  and  maintained  above  the  natural  level,  the  in¬ 
evitable  effect  must  be  to  cause  unemployment  which 
will  be  serious  and  widespread  just  in  the  degree  that 
wage  levels  are  artificially  inflated.  If  high  wages  are 
sought  as  a  good  and  an  end  in  themselves,  the  only 
way  safely  to  secure  them  is  first  to  raise  the  average 
productivity  of  labor,  through  better  co-operation  be¬ 
tween  workers  and  employers,  and  through  better  in¬ 
dustrial  organization,  and  then  allow  the  higher  wages 
to  come  of  themselves.  To  attempt  the  contrary  method 
of  raising  wages  by  force  which  at  the  same  time  creates 
antagonism  between  employers  and  employees,  and 
lowers  production,  is  to  attempt  the  impossible  and  to 
invite  disaster.  There  is  nothing  to  be  gained  by  such 
a  course  but  unpleasant  experience  for  all  concerned. 
The  widespread  unemployment  existing  in  England  to¬ 
day  is  undoubtedly  in  large  degree  the  result  of  just 
this  mistaken  policy  being  pursued  by  England’s  pow¬ 
erful  labor  organizations. 

The  Problem  of  Price  and  Wage  Cycles 

Ns.  / 

Causes  of  the  Cyclical  Movement 

It  has  been  the  experience  of  all  industrial  countries 
that  prices  and  wages  rise  and  fall  at  recurrent  inter¬ 
vals,  and  in  recent  years  students  of  business  affairs 
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have  recognized  that  these  rising  and  falling  movements 
occur  in  more  or  less  regular  cycles.  Many  of  the 
brightest  minds  in  business  and  finance  have  engaged 
in  the  study  of  these  cycles  and  there  is  beginning  to  be 
gathered  together  a  considerable  body  of  knowledge 
regarding  them.  They  are  seen  to  have  certain  well- 
defined  characteristics  and  accompanying  phenomena 
which  today  enable  experts  to  forecast  the  future  course 
of  business  with  considerable  accuracy.  As  yet,  how¬ 
ever,  our  knowledge  has  not  progressed  to  the  point 
where  there  is  any  present  prospect  of  being  able  to  con¬ 
trol  or  forestall  them.  Most  probably  we  never  shall  be 
able  to.  But  there  is  good  reason  to  hope  that  as  knowl¬ 
edge  and  study  of  the  subject  increase  we  shall  be  able 
to  foresee  and  prepare  for  them  to  a  degree  that  will 
rob  them  of  many  of  their  worst  effects. 

It  seems  to  be  a  fact  that  such  recurrent  business 
cycles  are  largely  confined  to  industrial  countries,  and 
in  industrial  countries  their  effect  seems  to  be  most 
severe  in  those  industries  which  are  directly  concerned 
with  the  production  of  new  industrial  equipment.  Agri¬ 
cultural  countries  and  agricultural  industries  as  a  rule 
are  not  so  seriously  affected,  nor  are  public  utilities  and 
industries  directly  engaged  in  supplying  the  necessities 
of  the  consumer. 

Those  industries  which  supply  materials  or  equip¬ 
ment  for  new  construction  seem  to  suffer  the  most  severe 
fluctuations  in  demand.  The  demands  of  the  ultimate 
consumer  for  goods  for  immediate  consumption  fluc¬ 
tuate  comparatively  little,  but  the  business  of  the  equip¬ 
ment  manufacturer  in  a  rapidly  growing  country  like 
the  United  States  is  always  a  feast  or  a  famine.  He 
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either  has  more  business  than  he  can  take  care  of  or 
practically  none  at  all. 

The  explanation  of  this  may  be  easier  if  we  think 
for  a  moment  how  our  thrifty  mothers  bought  our 
clothes  in  the  days  when  we  ourselves  were  growing  chil¬ 
dren.  When  it  was  seen  that  the  old  suit  would  no 
longer  do,  mother  bought  us  a  new  one,  not  to  fit  our 
present  dimensions,  but  one  several  sizes  too  big  for  us 
so  that  it  would  not  immediately  be  outgrown.  The 
United  States  periodically  goes  through  a  somewhat 
similar  experience. 

A  time  of  unusual  prosperity  being  with  us,  we  dis¬ 
cover  that  in  every  direction  our  equipment  is  inade¬ 
quate.  Industries  in  all  directions  begin  to  grow  and 
expand.  New  buildings,  new  machinery,  new  equip¬ 
ment  of  every  kind,  are  needed  and  needed  at  once. 
Practically  all  industries  are  running  overtime  and 
managers  can  see  no  end  to  the  business  in  sight  if  they 
only  had  the  facilities  to  handle  it.  Being  only  human, 
managers  are  inclined  to  become  overenthusiastic  and 
plan  for  huge  expansions.  Then  presently,  and  often 
very  suddenly,  business  dies  away  and  it  is  discovered 
that  like  the  thrifty  mother,  business  men  have  pro¬ 
vided  the  country  with  a  new  suit  of  industrial  equip¬ 
ment  which  is  several  sizes  too  big  for  it.  Some  years 
of  quiet  and  slow  growth  will  then  be  necessary  before 
business  can  fully  occupy  the  new  equipment  provided. 
That  point  having  been  reached  orders  for  new  equip¬ 
ment  presently  precipitate  a  new  boom  period  and  so 
the  cycle  proceeds,  the  business  peaks  being  accompa¬ 
nied  by  periods  of  inflated  prices  and  wages,  and  the  de¬ 
pressions  by  corresponding  periods  of  deflation.  The 
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ordinary  length  of  the  cycles  in  this  country  has  ap¬ 
parently  been  about  three  and  a  third  years,  but  not  all 
have  been  of  equal  severity.  The  worst  depressions  in 
our  history  have  occurred  in  the  years  1837,  1857,  1873, 
1893, 1907,  1914  and  1921. 

Panics 

All  of  these,  except  the  last  two,  have  been  accom¬ 
panied  or  precipitated  by  financial  “panics”  of  great 
severity,  hut  what  is  perhaps  not  so  generally  realized, 
the  panic  is  almost  exclusively  an  American  institution. 
Other  countries  where  central  banks  of  issue  have  ex¬ 
isted  for  many  years  have  seldom  suffered  from  the 
“panic,”  which  in  this  country  has  been  the  most  dis¬ 
astrous  feature  of  these  major  depressions.  It  was 
specifically  for  the  purpose  of  abolishing  the  “panic” 
that  the  Federal  Reserve  Banking  System  was  con¬ 
ceived  and  brought  into  existence,  and  it  has  been  very 
noticeable  that  in  the  depressions  of  1914  and  1921, 
though  among  the  worst  from  which  this  country  has 
ever  suffered,  there  has  been  no  financial  panic  of  the 
old  order,  which  if  it  had  occurred  would  have  undoubt¬ 
edly  made  things  far  worse.  We  believe  it  may  con¬ 
fidently  be  hoped  that  with  the  establishment  of  the 
Federal  Reserve  Banks  the  “panic”  has  become  a  thing 
of  the  past  in  American  history,  and  that  depressions 
in  the  future  will  be  less  severe. 

But  though  “panics”  may  have  been  abolished,  de¬ 
pressions  are  still  largely  financial  in  their  character, 
and  the  three  best  indications  of  an  approaching  severe 
depression,  which  may  be  trusted  to  give  notice  gener¬ 
ally  from  six  months  to  a  year  in  advance  are  still: 
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1.  A  prolonged  fall  in  the  stock  market. 

2.  A  low  state  of  bank  reserves,  and  particularly  a  low  ratio 

of  Federal  Reserve  Bank  reserves. 

3.  Excessively  high  rates  for  money. 

A  contrary  condition  of  these  three  factors  indi¬ 
cates  business  improvement,  which  simply  goes  to  show 
the  close  connection  between  business  and  financial  con¬ 
ditions. 


Speculative  Buying 

In  fact,  the  possibility  of  good  business  seems  to 
depend  very  largely  on  the  ability,  willingness,  or  we 
might  say  eagerness,  of  people  to  spend  money.  Such 
spenders  may  be  divided  into  two  classes:  (l)  The 
consumers  who  buy  goods  for  their  own  use;  and  (2) 
The  investors  who  are  putting  money  into  new  construc¬ 
tion  in  order  to  get  a  return  or  profit.  The  motives 
which  affect  the  actions  of  the  two  classes  are  somewhat 
different. 

1.  The  consumers  desire  to  get  as  much  for  their 
money  as  possible,  but  in  the  immediate  future.  They 
buy  floods  for  present  or  immediate  use.  Consequently 
they  buy  most  freely  when  goods  are  cheap  or  when 
they  believe  prices  are  going  to  rise.  Likewise  they  buy 
when  money  is  coming  the  easiest,  when  business  is 
booming,  when  wages  are  high  and  employment  plenti¬ 
ful.  They  decline  to  buy  when  they  think  prices  are 
too  high  or  about  to  fall,  or  when  times  are  hard. 

2.  The  investors  on  the  other  hand  are  looking  fur¬ 
ther  ahead  and  planning  for  a  long-time  profit.  Like 
the  consumers  they  endeavor  to  buy  when  goods  are 
cheapest,  but  when  prices  and  wages  rise  they  cease 
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buying  and  wait  for  them  to  fall  again.  It  is  well  un¬ 
derstood  among  investors  that  the  best  time  to  make 
long-term  investments  is  following  a  “panic”  or  during 
a  depression  when  goods  and  labor  are  cheap,  and 
money  becoming  plentiful. 

The  consumer  is  largely  forced  to  buy,  but  buying 
with  the  investor  is  optional — he  can  just  as  well  leave 
his  money  in  the  bank.  Thus  investors  and  consumers 
are  sometimes  pulling  together  and  sometimes  working 
in  opposite  directions.  On  the  whole,  the  investors 
probably  exercise  a  more  powerful  influence  on  busi¬ 
ness  cycles  than  do  the  consumers,  for  the  consumers 
cannot  generally  afford  to  wait  and  so  cannot  vary  their 
demands  to  the  same  extent  as  do  the  investors,  while 
the  investors  have  not  only  current  funds  to  invest,  but 
also  the  possibility  of  borrowing  against  previous  in¬ 
vestments,  or  against  permanent  improvements. 

The  prosperity  in  1919  was  due  almost  entirely  to 
the  activities  of  consumers,  who  found  themselves  with 
substantial  savings,  after  a  long  period  of  forced  econ¬ 
omy  during  the  war,  and  prices  rising.  Naturally  they 
rushed  to  spend  their  savings  before  prices  went  any 
higher.  Intelligent  investors  on  the  other  hand  endeav¬ 
ored  to  avoid  all  possible  spending  during  this  period. 
They  realized  that  when  wages  and  prices  were  highest 
and  labor  efficiency  lowest  it  was  no  time  for  making 
long-term  investments.  Those  few  investors  who  failed 
to  follow  this  policy  have  had  ample  cause  to  rue  it  long 
since. 

During  the  recent  depression  (1921),  consumers 
and  investors  were  on  the  same  side.  Both  avoided 
spending  money  whenever  possible  and  continued  to 
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do  so  as  long  as  prices  were  falling.  There  was  no 
forced  investing  to  provide  additional  equipment  to 
keep  up  with  orders,  as  there  was  in  1919  and  1920. 

As  soon  as  it  became  apparent  that  prices  for  ma¬ 
terials  and  labor  had  reached  bottom  for  the  time 
being,  long-term  investment  began  again,  but  consumers 
are  apt  to  wait  until  the  full  tide  of  prosperity  is  here 
before  buying  liberally. 

Crowd  Psychology 

One  of  the  unfortunate  complications  in  all  these 
matters  is  the  factor  of  crowd  psychology — that  nat¬ 
ural  human  tendency  which  makes  us  all  want  to  do 
the  same  thing  at  the  same  time — just  as  a  flock  of 
sheep  all  rush  in  the  same  direction  at  once  as  soon  as 
some  leader  starts.  Extravagance  in  a  boom  period 
gets  into  the  air  and  it  is  almost  impossible  to  avoid  some 
indulgence  in  it,  while  the  opposite  is  true  in  a  period  of 
depression  when  the  unnecessary  and  unwise  economy 
of  many  timid  people  greatly  accentuates  the  general 
suffering.  If  people  could  be  got  to  think  more  inde¬ 
pendently  in  these  matters,  to  take  a  longer  look  ahead, 
to  act  more  courageously  in  bad  times  and  with  greater 
restraint  in  boom  times,  a  great  deal  could  be  done  to 
minimize  both  the  peaks  and  the  valleys  in  the  business 
curve,  and  secure  a  more  uniform  motion  for  the  busi¬ 
ness  machine.  This  involves,  however,  the  education  of 
a  very  vast  number  of  individuals,  each  with  his  own 
hopes,  desires,  and  fears. 

Helpful  Factors 

The  Department  of  Commerce  and  the  Federal  Re¬ 
serve  Banks  are  doing  a  great  deal  through  the  collec- 
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tion  and  publication  of  business  statistics  to  forward 
this  process  of  general  education,  and  many  private 
banks,  statistical  services,  and  business  and  financial 
magazines  and  papers  are  giving  important  and  valu¬ 
able  help.  Even  the  newspapers  and  general  maga¬ 
zines  are  beginning  to  take  an  intelligent  interest  in  this 
work.  But  still  the  task  remains  a  huge  one  and  there 
is  a  vast  amount  of  ignorance,  indifference,  and  inertia 
which  must  be  overcome  before  substantial  results  can 
be  achieved. 

The  Recent  Depression 

The  depression  of  1921  was  rendered  particularly 
severe  by  a  number  of  factors  connected  with  the  war. 
In  the  first  place,  the  war  compelled  an  enormous  forced 
spending  by  the  belligerent  governments.  In  order  to 
raise  the  money  the  governments  were  compelled  to  sell 
their  war  bonds  and  used  every  argument  of  patriot¬ 
ism  and  good  citizenship  to  force  those  bonds  into  cir¬ 
culation.  People  were  practically  obliged  to  buy,  not 
only  with  current  savings  but  to  anticipate  their  savings 
for  several  years  in  the  future,  meanwhile  borrowing, 
often  against  previous  accumulation.  The  huge  forced 
spending  of  the  governments  caused  a  world  wide  and 
tremendous  inflation  of  prices  and  wages.  Businesses 
were  put  under  great  pressure  to  find  the  necessary 
working  capital  to  finance  the  enormously  inflated 
prices  of  materials  and  labor.  They  borrowed  from  the 
banks  which  were  soon  loaned  up  to  the  limit,  and  in 
turn  put  pressure  on  the  business  men  to  take  up  these 
loans  by  floating  new  securities.  This  transferred  the 
burden  to  the  investor  who  was  already  hard  hit  by  the 
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Figure  4.  Diagram  Showing  Fluctuations  of  General  Price  Level  in  the  United  States  for  the  Period  1903-1926 
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government  policy  of  laying  practically  the  whole  of 
its  taxes  on  profits  and  incomes  from  which  come  the 
bulk  of  the  available  investment  funds  of  the  country. 

The  combination  of  these  factors  produced  an  enor¬ 
mous  rise  in  prices  accompanied  by  an  almost  equally 
great  shortage  of  capital  and  credit,  and  a  huge  rise  in 
interest  rates.  The  situation  was  bound  to  end  in  a 
crash,  which  came  finally  in  1920.  To  give  some  idea  of 
how  extraordinary  the  situation  was,  we  are  reproduc¬ 
ing  here  a  diagram  of  Bradstreet’s  commodity  price 
index  in  the  United  States  as  charted  by  the  Brook- 
mire  Economic  Service  (Figure  4).  When  it  is  seen 
in  graphic  form  how  totally  unprecedented  was  the  rise 
in  prices  and  how  sudden  and  terrific  their  fall,  it  can 
be  better  realized  what  a  period  of  loss  and  strain  we 
passed  through,  and  it  will  be  found  surprising,  not 
that  we  had  a  depression,  but  that  the  enormous  losses 
and  the  shock  to  business  morale  did  not  result  in  some¬ 
thing  very  much  worse. 

Artificial  Interference  with  Natural  Movements 

A  conclusion  that  we  cannot  avoid  is  that  when  the 
consuming  and  investing  public  have  ceased  to  buy  it  is 
hopeless  to  attempt  artificially  to  sustain  prices  and 
wages.  They  must  be  allowed  to  take  their  natural 
course,  for  only  when  the  decline  has  reached  its  natural 
end  will  the  public  again  become  buyers.  Struggling 
to  retard  or  prevent  this  natural  movement  will  only 
result  in  prolonging  the  inevitable  depression  and  delay¬ 
ing  the  return  to  good  times — it  means  increased  suf¬ 
fering  from  unemployment  and  prolonged  hardships 
for  the  wage  earners.  It  would  be  far  better  to  ex- 
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pedite  the  process  of  deflation  in  a  reasonable  and  fair 
way  and  secure  a  return  to  good  times  as  soon  as  pos¬ 
sible,  especially  because,  as  we  have  seen,  all  produc¬ 
tion  costs  decline  as  the  wage  level  declines  and  the 
standard  of  living  of  the  workers  is  in  no  way  perman¬ 
ently  impaired. 

The  Best  Wage  Level 

One  hundred  per  cent  operation  of  industry  and 
full  employment,  with  a  job  for  every  man  who  wants 
one,  is  the  most  desirable  condition  for  all  parties  in  in¬ 
dustry.  The  best  wage  level  is  the  level  which  will  tend 
most  surely  and  most  promptly  to  bring  about  such  a 
condition,  regardless  of  whether  it  seems  high  or  low 
when  expressed  in  dollars.  This  of  course  is  the  na¬ 
tural  wage  level — the  one  which  results  from  the  free 
and  unhampered  working  of  economic  laws. 

The  World  Wage  Level 

Our  discussion  up  to  this  point  has  considered  wage 
levels  of  one  country  relative  to  others,  or  relative  wage 
levels  only.  There  must  be  some  factor  or  factors  reg¬ 
ulating  wage  levels  the  world  over,  or  the  world  wage 
level,  as  a  whole.  We  shall  not  go  into  these  matters  at 
length  here  as  they  do  not  seem  to  be  closely  related  to 
the  objects  of  our  present  inquiry.  Probably  in  the 
long  run  the  world  wage  level  depends  on  the  quantity 
of  gold  or  other  metallic  money  in  use,  and  the  efficiency 
of  the  machinery  of  credit.  The  nature  of  the  banking 
machinery  and  the  habits  of  the  people  as  to  the  use 
of  bank  checks  or  notes,  or  other  tokens  in  place  of  gold, 
also  the  degree  to  which  future  private  or  public  income 
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has  been  mortgaged  through  loam-  and  bond  issues  to 
provide  immediate  purchasing  power,  all  of  these  fac¬ 
tors  must  enter  into  the  calculation  which  is  one  of  ex¬ 
treme  complexity.  But  whatever  may  be  the  factors, 
it  would  seem  clear  from  our  analysis  that  the  world 
wage  level  cannot  possibly  exert  any  important  influ¬ 
ence  on  the  world’s  standard  of  living. 


CHAPTER  IV 


THE  LAWS  OF  PRICES 

The  most  universal  fact  in  business  is  the  fact  of 
prices.  Modern  business  is  universally  carried  on  in 
terms  of  money,  immersed  in  a  medium  of  money,  and 
every  article  of  commerce  has  its  price.  How  do  these 
prices  come  to  be  established,  and  are  they  fair? 

First  Law  of  Prices 

The  first  law  of  prices  is  the  law  of  supply  and  de¬ 
mand.  Demand  for  goods  is  the  result  of  the  sums 
people  are  willing  to  pay  for  them.  We  may  call  these 
sums  “mental  prices”  because  they  exist  in  the  minds  of 
those  who  wish  to  buy.  The  demand  for  goods  then  is 
made  up  of  the  mental  prices  of  all  the  possible  buyers. 
It  is  evident  that  a  few  people  will  have  quite  high  men¬ 
tal  prices  because  their  incomes  are  large,  or  because 
they  are  greatly  in  need  of  certain  goods,  but  as  more 
and  more  people  are  considered  their  mental  prices  tend 
to  decline. 

The  supply  of  goods  consists  of  all  the  goods  which 
people  would  like  to  sell.  Sellers  as  a  rule  also  have 
their  mental  prices  below  which  they  are  unwilling  to 
part  with  their  goods.  A  few  sellers  have  very  low  men¬ 
tal  prices,  perhaps  because  they  need  the  money,  but 
as  more  sellers  are  considered  their  mental  prices  have  a 
rising  tendency. 
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Market  Prices 

N ow  when  considerable  groups  of  buyers  and  sellers 
have  access  to  each  other,  as  in  the  stock  market  for  in¬ 
stance,  we  get  the  phenomenon  of  a  more  or  less  well-es¬ 
tablished  market  price.  This  price  is  the  price  which 
equalizes  supply  and  demand  and  permits  the  largest 
number  of  sales  to  take  place.  For  as  more  and  more 
goods  are  considered  buyers’  mental  prices  tend  to  de¬ 
cline  and  sellers’  mental  prices  tend  to  rise  until  we  come 
to  the  point  where  no  more  goods  change  hands  at  that 
time  because  further  sellers  are  asking  more  than  buyers 
are  willing  to  pay.  This  point  fixes  the  market  price 
for  the  time  being.  No  buyer  need  pay  more  than  this 
and  no  seller  need  take  less.  If  both  sides  are  well  in¬ 
formed  and  the  market  well  organized,  prices  will  ac¬ 
quire  a  certain  uniformity  over  considerable  periods  of 
time;  yet  they  do  fluctuate  more  or  less  as  buyers  or 
sellers  for  the  time  being  predominate. 

Normal  Price 

It  is  found  that  the  fluctuations  of  most  kinds  of 
prices  tend  to  center  about  some  middle  point  towards 
which  they  constantly  tend  to  return.  This  midway 
point  is  called  the  “Normal  Price.”  When  the  price 
falls  below  normal,  more  buyers  tend  to  come  into  the 
market  and  sellers  withdraw.  When  a  price  rises  above 
normal  the  opposite  occurs,  sellers  come  in  and  buyers 
withdraw.  Thus  prices  always  tend  to  move  back  to 
normal. 

Industrial  Competition 

In  modern  industrial  society  most  goods  are  pro¬ 
duced  in  large  quantities,  not  for  the  use  of  the  pro- 
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ducer,  but  to  be  sold  at  a  profit.  Profit  is  the  selective 
force  which  attracts  capital  to  one  business  or  another, 
and  capital  is  always  seeking  opportunities  for  invest¬ 
ment  where  unusually  attractive  profits  can  be  secured. 
Thus  if  profit  margins  are  unusually  high  in  any  in¬ 
dustry,  capital  will  be  immediately  drawn  to  that  in¬ 
dustry,  and  producers  will  continue  to  expand  their 
operations  so  long  as  the  public  will  take  the  output  at 
a  profitable  price.  Only  when  it  is  no  longer  profitable, 
will  increase  in  production  be  halted.  Increasing  sup¬ 
ply  results  in  falling  market  price  and  sometimes  in¬ 
volves  increased  costs,  and  the  process  goes  on  until  the 
falling  price  meets  the  cost.  Then  increase  of  produc¬ 
tion  will  stop,  but  not  until  then.  Thus  through  the  in¬ 
crease  of  output,  or  the  control  of  the  supply,  cost  of 
production  becomes  the  determining  factor  in  fixing 
prices. 

This  is  not  to  say  that  profits  cease  to  exist.  Far 
from  it.  If  one  hundred  men  start  to  run  a  race  we  all 
know  that  only  one  will  win  it  and  the  others  will  be 
straggling  along  at  irregular  intervals  behind.  It  is 
exactly  so  in  the  industrial  race.  If  one  hundred  com¬ 
peting  firms  start  out  in  some  industrial  race,  the  auto¬ 
mobile  industry  for  instance,  only  one  will  lead  and  the 
others  will  come  straggling  along  behind  as  best  they 
can.  The  automobile  industry  is  a  particularly  good 
example  because  we  still  remember  how  the  firms 
started,  and  we  still  see  changes  taking  place  in  the 
position  of  the  competitors  almost  every  day.  Some  are 
always  spurting  ahead  and  others  falling  behind.  Thus 
the  fact  of  a  competitive  race  is  visible  to  all. 

The  same  keen  competitive  struggle  exists  in  all  in- 
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dustries  but  its  results  are  not  always  so  easily  nor  so 
quickly  seen.  It  is  there  under  the  surface  none  the 
less,  even  though  in  some  cases  it  takes  a  generation  for 
the  results  to  be  visible  in  success  or  failure,  and  no  mat¬ 
ter  how  old  the  industry  nor  how  well  established,  the 
race  never  ends  and  the  pace  never  lets  up.  No  indus¬ 
trial  enterprise  that  means  to  be  successful  can  afford 
to  rest  or  stand  still,  for  to  stand  still  is  to  fall  behind 
rapidly. 

The  Marginal  Producer 

Industrial  competition  knows  no  mercy  and  grants 
no  quarter.  Those  who  fail  to  make  themselves  effi¬ 
cient  are  ruthlessly  cast  aside.  Only  as  many  competi¬ 
tors  are  able  to  remain  in  the  race  as  are  necessary  to 
supply  the  public’s  need  of  goods ;  all  others  are  elimin¬ 
ated.  It  is  indeed  a  case  of  the  struggle  for  existence 
and  survival  of  the  fittest.  A  further  lease  on  life  is 
the  prize  of  those  who  win,  and  extinction  is  the  penalty 
for  those  who  lose.  The  race  is  a  race  for  the  achieve¬ 
ment  of  industrial  efficiency,  quality,  and  the  lowering 
of  production  costs.  Those  who  win  make  large  profits, 
but  those  who  lose  may  lose  all  they  have. 

Prices  are  governed  by  the  cost  of  production  of  the 
last  and  weakest  producer  who  still  manages  to  hang  on 
because  he  is  necessary  to  supply  the  public  need  of 
goods.  Should  prices  stay  for  long  below  this  point 
some  producers  would  be  forced  out  of  existence  and 
the  public  could  not  get  its  customary  supply  of  goods. 
Should  they  stay  for  long  above  this  point  more  capital 
would  be  attracted  to  the  business,  supplies  of  goods 
increased,  and  prices  would  fall  again  to  normal.  The 
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producer  who  is  just  on  the  margin  of  being  forced  out 
of  existence  is  called  the  marginal  producer  and  it  is 
his  cost  of  production  that  governs  the  normal  price. 
Under  anything  like  ordinary  conditions  prices  do  not 
depart  much  from  normal. 

Cost  of  Production 

Cost  of  production  as  used  here  is  not  merely  the 
cash  outlay  required  to  produce  and  sell  the  goods,  but 
must  include  also  a  fair  average  or  market  rate  of  re¬ 
turn  on  the  capital  employed.  Owners  will  not  leave 
their  money  in  the  business  unless  they  can  get  a  fair 
reward  for  doing  so.  Returns  must  be  sufficient  not 
merely  to  cover  cash  outgo  but  sufficient  also  to  cover  a 
fair  rental  for  the  land  used  if  owned  by  the  company, 
fair  salaries  to  the  owners  if  they  give  their  own  time  to 
the  enterprise,  and  a  fair  return  on  the  capital  invested. 
This  fair  return  on  capital  must  not  merely  be  the  rate 
that  could  be  had  from  the  savings  bank,  or  on  a  well- 
protected  bond  or  mortgage,  but  must  include  also 
something  to  cover  the  risk  of  loss,  which  may  be  large 
or  small  according  to  the  nature  of  the  business.  It 
should  also  include  a  fair  reserve  set  aside  to  cover  de¬ 
preciation  and  obsolescence  of  plant  and  equipment. 
Unless  all  of  these  items  are  provided  for,  the  full  eco¬ 
nomic  cost  of  production  is  not  being  met,  and  wise 
owners  will  withdraw  their  capital  from  a  business  that 
does  not  meet  all  these  costs  over  a  term  of  years,  taking 
the  good  years  with  the  bad. 

Producer’s  Surplus 

If  the  marginal  producer  manages  to  make  a  living 
profit  out  of  the  business,  as  he  must  if  he  is  to  continue 
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to  exist,  all  the  other  competitors  make  something  more, 
usually  little  but  sometimes  quite  large.  This  some¬ 
thing  more  is  called  the  Producer’s  Surplus.  It  is  the 
prize  for  which  all  businesses  strive,  the  reward  of  suc¬ 
cess,  and  together  with  the  fear  of  failure  constitutes 
the  most  powerful  incentive  to  effort.  It  may  seem  to 
some  that  the  existence  of  such  a  producer’s  surplus 
is  itself  unjust,  but,  however  that  may  be,  it  is  unavoid¬ 
able.  It  is  impossible  that  all  the  runners  in  a  race 
should  finish  even,  some  one  must  win  and  others  must 
lose.  In  business  it  is  exactly  the  same.  Some  are  cer¬ 
tain  to  be  more  capable,  efficient  and  successful  than 
others,  and  enough  contestants  must  be  allowed  to  sur¬ 
vive  to  supply  the  public’s  need  of  goods. 

But  besides  being  inevitable  the  existence  of  the 
producer’s  surplus  is  the  great  incentive  to  progress. 
For  suppose  an  advance  in  methods  is  made  in  any  in¬ 
dustry,  the  first  effect  is  to  give  the  inventor  an  advan¬ 
tage  over  his  competitors,  he  enjoys  for  the  time  being 
a  producer’s  surplus.  But  soon  competitors  learn  of 
this  advance,  they  adopt  the  same  or  similar  methods 
and  before  long,  the  advance  has  spread  through  the 
whole  industry.  Then  competition,  and  the  law  of  nor¬ 
mal  prices,  brings  the  price  down  to  the  point  where 
there  is  but  a  normal  profit  and  the  public  then  receives 
the  benefits  of  the  new  method  in  lower  prices  to  all. 
This  is  the  history  of  practically  all  economic  progress. 
The  inventor  at  first  profits  from  any  new  improvement 
but  ultimately  the  public  receives  the  real  and  perman¬ 
ent  gain  through  lower  prices. 

So  the  producer’s  surplus  is  not  only  inevitable  but 
is  also  the  prime  cause  of  industrial  progress.  The 
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struggle  to  gain  it  keeps  every  producer  keyed  up  to 
maximum  effort,  and  when  it  is  obtained  through  super¬ 
efficiency  it  enables  that  plant  to  grow  and  expand,  to 
crowd  the  weaker  plants  aside  and  finally  to  eliminate 
them  by  giving  superior  service  to  the  public. 

Selling  Below  Cost 

Offsetting  the  producer’s  surplus  there  is  a  well- 
marked  tendency  in  modern  business  to  sell  below  cost, 
sometimes  for  a  considerable  period.  Every  modern 
large-scale  business  unit  has  heavy  fixed  charges,  by 
which  we  mean  items  of  cost  which  go  on  in  substanti¬ 
ally  the  same  volume  whether  there  is  any  business  or 
not.  Among  such  items  are  taxes,  insurance,  heat  and 
light,  interest,  salaries  of  permanent  staff,  depreciation, 
obsolescence,  maintenance  and  repairs,  rent,  etc.  In 
times  of  depression  business  men  are  wont  to  figure 
that  a  sale  at  a  price  which  contributes  anything  to  the 
payment  of  these  fixed  charges  is  better  than  no  sale 
at  all,  even  though  the  price  is  much  below  the  full  cost. 
Thus,  prices  are  often  for  long  periods  below  cost,  and 
a  producer’s  surplus  in  some  years  is  offset  by  prices 
below  cost  in  others. 

Gentlemen’s  Agreements 

Many  people  profess  to  believe  that  competition 
scarcely  exists  in  industry  nowadays  and  that  practi¬ 
cally  all  lines  of  business  are  operating  under  price 
agreements.  There  undoubtedly  are  understandings 
among  many  competing  groups,  but  this  is  not  to  say 
that  prices  so  maintained  are  above  a  fair  and  normal 
level.  In  fact  it  is  practically  impossible  to  maintain 
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excessive  prices  in  this  way  though  the  attempt  is  no 
doubt  often  made.  Even  if  all  existing  competitors  re¬ 
sist  the  temptation  to  go  after  business  through  cut 
prices,  which  is  asking  almost  too  much  of  human  na¬ 
ture  when  profit  margins  are  large,  nevertheless  it  is 
impossible  to  keep  outsiders  from  coming  into  such  a 
business.  As  long  as  there  is  business  to  be  had  at  a 
good  profit  some  one  will  be  on  hand  to  get  it,  and  it  is 
practically  impossible  to  maintain  prices  at  an  exces¬ 
sive  level  through  voluntary  agreements.  Uniform  and 
stable  prices  at  a  fair  and  reasonable  level  are  a  good 
thing  for  industry  and  public  alike,  even  though  they 
may  be  brought  about  by  agreement. 

Modem  Sales  Policies 

Furthermore,  the  large  and  leading  concerns  in 
nearly  every  line  have  come  to  realize  in  recent  years 
that  it  is  not  to  their  interest  to  permit  excessive  prices 
to  be  maintained.  Such  concerns  are  usually  large  and 
leading  because  they  excel  in  efficiency,  quality  and  low 
cost.  In  other  words,  they  enjoy  a  producer’s  surplus 
and  they  have  found  that  it  is  better  policy  for  them  in 
the  long  run  to  keep  prices  down  to  a  point  that  dis¬ 
courages  competition  and  insures  their  continued 
growth  in  their  own  field.  The  U.  S.  Steel  Corporation 
refused  to  advance  prices  in  1920  when  all  its  competi¬ 
tors  did  so.  At  the  same  time  a  large  Cleveland  bank 
limited  its  interest  charges  on  all  loans  to  6%  although 
competing  banks  were  asking  and  getting  much  more. 
In  both  cases  the  policy  proved  to  be  sound  and  ulti¬ 
mately  profitable.  In  the  last  year  the  automobile  in¬ 
dustry  has  made  numerous  reductions  in  its  prices,  al- 
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though  most  factories  were  filled  to  capacity  with  busi¬ 
ness  and  sales  running  far  ahead  of  any  previous  year. 
The  leading  companies  far-sightedly  recognized  that  it 
was  building  more  soundly  for  the  future  to  use  the  ex¬ 
isting  popularity  of  their  cars  to  gain  increased  volume 
in  their  field  rather  than  to  pile  up  huge  profits.  In  this 
way,  they  discourage  competitors  rather  than  allow 
them  to  grow  up  to  a  point  where  they  could  give  them 
a  real  battle,  the  outcome  of  which  might  be  uncertain. 
This  is  the  modern  gospel  of  big  business,  to  make  a 
fair  profit  through  high  efficiency  and  large  turnover  at 
a  small  margin,  and  thus  achieve  and  maintain  an  im¬ 
pregnable  position  in  the  field.  Such  a  policy  gives 
every  indication  of  being  permanently  sound  and  wise. 

When  real  monopolies  exist  nowadays  their  prices 
and  services  are  almost  invariably  regulated  by  the 
State. 

Industrial  Profits 

The  Standard  Statistics  Company  has  recently  com¬ 
pleted  a  study  of  the  earnings  of  seventy-two  of  the 
country’s  largest  and  leading  concerns,  for  the  years 
1921,  1922,  1923,  1924  and  1925.  These  were  all  large 
concerns,  whose  statements  are  made  public,  in  fact, 
the  cream  of  American  industry,  and  undoubtedly  make 
a  much  better  showing  than  the  average  of  business 
generally.  Expressing  earnings  as  a  percentage  of  in¬ 
vested  capital  the  results  of  the  group  were  in  1921, 
2.97%;  1922,  6.97%;  1923,  8.50%;  1924,  7.72%  and 
1925,  9.53%.  For  704  industrial  concerns  the  results 
were  for  1921,  2%%;  1922,  6l/2% ;  1923,  7 and 
1924,  7%%. 
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The  Federal  Government  publishes  statistical  tables 
of  net  incomes  reported  by  all  corporations  in  the 
United  States.  For  1920,  203,233  corporations  re¬ 
ported  net  profits  of  $7,902,654,  813,  upon  which  Fed¬ 
eral  taxes  amounted  to  $1,625,234,643,  leaving  a  net  of 
$6,277,420,170;  while  142,362  corporations  reported 
net  losses  amounting  to  $2,029,423,744.  For  1921, 
171,239  corporations  reported  profits  for  the  year 
amounting  to  $4,336,047,813  against  which  income  taxes 
were  levied  in  the  sum  of  $701,575,432,  leaving  a  net 
of  $3,634,472,  381;  while  185,158  corporations  reported 
net  losses  amounting  to  $3,878,219,134.  This  was, 
of  course  an  exceptionally  bad  year.  For  1922, 
212,535  corporations  reported  net  incomes  amount¬ 
ing  to  $6,963,811,143  against  which  taxes  were  levied 
of  $783,776,268,  leaving  them  net  profits  of  $6,180,- 
034,878;  while  170,348  corporations  reported  net 
losses  amounting  to  $2,193,776,356.  For  1923, 
233,339  corporations  had  net  incomes  amounting 
to  $8,321,529,134  against  which  total  taxes  of  $937,106,- 
798  were  levied,  leaving  a  net  income  of  $7,384,422,336; 
while  165,594  corporations  had  net  losses  aggregating 
$2,013,554,987.  The  percentage  of  all  corporations  re¬ 
porting  net  losses  has  varied  as  follows: 


For  1916 .  39.35% 

1917  .  33.96 

1918  .  36.37 

1919  .  34.53 

1920  .  41.19 

1921  .  51.95 

1922  .  44.49 

1923  .  41.51 

8)  323.35 

Average .  40.42% 
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These  eight  years  include  the  five  years  of  largest 
earnings  and  greatest  prosperity  the  United  States  ever 
experienced.  There  has  never  been  a  time  when  it  was 
so  easy  to  make  money,  yet  during  all  this  period  an 
average  of  over  40%  of  all  the  corporations  in  the 
United  States  reported  losses  rather  than  profits.  These 
figures  are  official  and  are  taken  from  Government 
sources. 

Other  evidence  of  the  meagerness  of  business  profits 
as  a  general  rule  is  to  be  found  in  the  statistics  of  busi¬ 
ness  failures.  It  has  frequently  been  stated,  and  so  far 
as  we  know,  never  contradicted,  that  over  90%  of  all 
new  business  enterprises  fail,  and  this  has  been  widely 
accepted  by  business  men  and  investors  as  an  accurate 
picture  of  the  facts  as  known  to  them.  Nearly  every 
one  has  had  personal  experience  of  losing  business  ven¬ 
tures.  Certain  it  is  that  every  new  deflation  period  of 
the  business  cycle  brings  out  a  huge  crop  of  failures, 
and  this  regardless  of  how  great  may  have  been  the 
preceding  period  of  prosperity.  There  are  always  a 
host  of  concerns  that  are  just  on  the  ragged  edge  and 
it  takes  only  a  little  push  to  put  them  over. 

The  diagram  in  Figure  5  furnished  by  The  Daily 
Metal  Trade,  graphically  illustrates  the  huge  rise  in 
failures  which  occurred  in  the  depressions  of  1914-1915 
and  1920-1921.  In  the  single  month  of  December,  1921, 
there  were  2,444  failures  in  the  United  States  with  lia¬ 
bilities  totaling  $87,500,000  while  many  hundreds  of 
other  firms  not  actually  bankrupt  have  passed  into  the 
hands  of  bankers’  or  creditors’  committees. 

The  evidence  would  seem  pretty  clear  that  prices 
are  on  the  whole  very  close  to  cost,  and  there  is  probably 
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Figure  5.  Diagram  Showing  Fluctuations  in  the  Number  of  Business  Failures  and  in  the  Amount  of  Liabilities 

Involved  for  the  Years  1911-1925 
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no  other  method  by  which  the  American  people  could 
be  so  economically  and  efficiently  supplied  with  the 
goods  that  they  need,  as  by  the  present  one.  We  are 
unable  to  imagine  any  way  by  which  prices  could  be 
fairer  or  lower  than  by  permitting  them  to  come  to  rest 
of  themselves  at  the  point  which  just  permits  a  living 
profit  to  the  minimum  necessary  number  of  the  most 
efficient  producers  in  each  line.  Nor  can  we  imagine  a 
stronger  combination  of  incentives  to  efficiency,  econ¬ 
omy  and  untiring  effort  than  the  possibility  of  gaining 
large  profits  on  one  side,  and  the  danger  of  losing  the 
entire  investment  on  the  other. 

It  must  be  clear  that  large  earnings  in  any  one  es¬ 
tablishment  do  not  of  themselves  give  proof  of  unduly 
high  prices,  but  in  order  to  judge  of  the  fairness  of  a 
price  we  must  know  the  earnings  of  all  the  competing 
firms  engaged  in  that  line  over  a  considerable  period  of 
years. 


CHAPTER  V 


THE  LAW  OF  REAL  WAGES,  OR  THE 
STANDARD  OF  LIVING 

From  the  preceding  chapter  the  conclusion  seems 
clear  that  prices  are  generally  very  close  to  production 
costs,  and  are  in  fact  normally  just  sufficient  to  cover 
the  cost  of  production  of  the  weakest  producer  who  yet 
furnishes  a  necessary  part  of  the  supply.  If  this  be  true 
then  prices  are  controlled  by  costs,  and  costs  in  turn, 
as  we  have  seen,  depend  on  the  prevailing  wage  level. 
Consequently  it  is  clear  that  the  purchasing  power  of 
wages,  whether  the  level  be  high  or  low,  depends  on 
the  average  of  productive  efficiency.  For  where  pro¬ 
ductive  efficiency  is  high,  goods  will  be  produced  with 
a  minimum  expenditure  of  labor,  and  will  be  cheap  rela¬ 
tively  to  wages ;  and  where  productive  efficiency  is  low, 
the  prices  of  goods  relatively  to  wages  will  be  high,  the 
purchasing  power  of  wages  will  be  less,  and  the  wage 
earner’s  standard  of  living  will  be  lower.  To  put  it  in 
another  way,  the  standard  of  living  depends  on  the 
average  per  capita  production.  Where  per  capita  pro¬ 
duction  is  high,  there  the  standard  of  living  will  also 
be  high,  and  where  it  is  low  the  living  standard  will  be 
low,  regardless  of  the  level  of  wages. 

Real  Income 

After  all,  the  real  income  of  a  nation  consists  of  the 
total  of  goods  produced  and  services  rendered.  The 
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money  income  is  only  the  total  sum  for  which  such  goods 
and  services  are  sold.  The  National  Bureau  of  Eco¬ 
nomic  Research,  a  non-partisan  organization,  in  its 
scholarly  and  authoritative  work  on  “Income  in  the 
United  States”  says  on  page  42,  Vol.  I,  “The  National 
Income  is  taken  to  consist  of  the  commodities  and  ser¬ 
vices  produced  by  the  people  of  the  country,  or  ob¬ 
tained  from  abroad  for  their  use.”  Again  on  page  43: 
“Though  defined  thus  as  an  aggregate  of  commodities 
and  services,  the  magnitude  of  the  National  Income  is 
stated  in  dollars — of  necessity.” 

Necessarily  then  the  only  way  to  increase  the  real 
income  of  a  people,  as  contrasted  with  their  money  in¬ 
come,  is  by  increasing  the  total  volume  of  goods  and 
services  produced.  Money  income  can  be  increased  by 
a  rise  in  prices  and  wages,  but  real  income  can  only  be 
increased  by  an  increase  in  production.  In  order  to 
result  in  a  rise  in  the  standard  of  living,  this  must  be  an 
increase  of  production  per  capita.  Where  there  is  a 
high  production  per  capita  we  shall  therefore  find  a 
high  living  standard,  and  where  there  is  a  low  produc¬ 
tion  per  capita  we  would  expect  to  find  and  do  find  a 
low  standard  of  living. 

The  difference  between  the  standard  of  living  and 
the  daily  output  of  an  American  and  that  of  a  native 
of  China  or  India  is  a  striking  example  in  point. 

The  High  Wage  Fallacy 

But  as  a  matter  of  fact,  the  level  of  wages,  as  we 
saw  in  Chapter  III,  follows  exactly  the  same  law — it  is 
high  where  per  capita  production  is  high  and  low  where 
it  is  low,  comparing  one  country  with  another.  Thus, 
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we  see  that  a  high  average  of  productive  efficiency  in 
any  country  is  the  cause  both  of  high  wage  levels  and 
of  high  living  standards.  The  two  consequently  occur 
everywhere  together,  and  this  has  given  rise  to  the  well- 
nigh  universal  belief  that  high  wages  are  the  cause  of 
good  living  conditions.  This  is  a  fallacy,  and  a  most 
persistent  and  dangerous  one.  It  is  the  fundamental 
root  cause  of  the  world  wide  struggle  between  capital 
and  labor. 

Labor  and  Capital 

Labor  generally  accepts  this  fallacious  belief  that 
high  wages  cause  high  living  standards  and  appeals  to 
the  fact  of  their  co-existence  in  every  civilized  country 
as  proof  of  its  contention.  Capitalists  and  employers 
on  the  other  hand  see  quite  clearly  that  high  wages, 
without  that  high  productivity  which  results  in  rela¬ 
tively  low  production  costs,  are  powerless  to  create  bet¬ 
ter  living  conditions ;  and  not  only  that  but  wages  which 
are  higher  than  the  natural  level,  provided  by  the  free 
workings  of  economic  law,  restrict  the  market  for  the 
goods  produced,  render  the  industries  of  the  country 
powerless  to  compete  with  foreigners,  and  hence  bring 
about  unemployment,  poverty,  and  widespread  suffer¬ 
ing. 

Hence  these  two  great  forces  have  come  into  head- 
on  collision  on  the  wage  issue,  and  locked  in  a  death 
grapple  they  sway  now  this  way  and  now  that,  threaten¬ 
ing  to  hurl  the  whole  of  modern  civilization  from  its 
foundation.  Surely  society  will  not  allow  itself  to  be 
destroyed  by  a  fallacy  which  presents  so  little  difficulty 
of  comprehension  once  the  clue  to  the  problem  is  found. 
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High  wage  levels  cannot  in  and  of  themselves  produce 
high  living  standards.  It  is  only  when  they  are  the  na¬ 
tural  result  of  high  productive  efficiency  that  they  serve 
as  an  indication  and  to  some  extent  a  measure  of  high 
living  standards.  High  wage  levels  artificially  forced 
by  political  or  economic  power  are  of  no  benefit  to  any 
nation  but  are  in  fact  a  grave  menace  to  prosperity  and 
a  potent  cause  of  industrial  depression  and  unemploy¬ 
ment. 


The  Employer’s  Attitude 

This  fact  is  clearly  grasped  by  most  employers,  and 
for  this  reason  if  for  no  other  they  are  apt  to  offer  de¬ 
termined  resistance  to  unnatural  and  forced  wage  in¬ 
creases.  But  it  should  be  noted  that  employers  have  no 
real  objection  to  high  wages  which  come  as  the  natural 
result  of  the  workings  of  economic  law.'  In  other  words, 
it  is  not  high  wages  that  employers  object  to,  but  ab¬ 
normal  wages.  So  long  as  the  high  wages  come  na-  j 
turally  and  as  the  result  of  natural  conditions  they  are 
not  only  not  opposed  by  employers,  but  are  actually 
brought  about  by  the  voluntary  action  of  employers 
themselves.  The  tremendous  rise  in  wages  which  oc¬ 
curred  during  the  war  came  into  effect  through  the 
bidding  of  employers  against  each  other  for  labor.  It 
was  not  only  not  opposed  by  them  but  was,  in  fact, 
brought  about  by  their  activities.  The  same  thing  was 
true  of  the  further  rise  in  the  wage  level  which  occurred 
in  1919  and  1920. 

Many  trade  unionists  and  their  sympathizers  appear 
to  be  under  the  impression  that  if  employers  had  their 
way  there  would  be  no  limit  to  the  extent  to  which  wages 
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would  be  depressed.  This  is  wholly  a  fallacy.  The 
wage  level  of  every  country  is  sustained  by  natural 
forces,  to  the  operation  of  which  employers  are  power¬ 
less  to  offer  any  effective  opposition,  and  in  fact  do  not 
attempt  to  do  so.  All  that  employers  seek  is  freedom 
for  the  wage  level  to  respond  to  these  natural  forces; 
freedom  to  rise,  when  the  natural  tendency  is  to  rise, 
which  no  one  opposes,  and  freedom  equally  to  fall  when 
the  natural  tendency  is  to  fall.  They  seek  this  freedom 
not  merely  as  a  good  in  itself  but  also  because  they  know 
that  prosperity  and  full  employment  can  be  perman¬ 
ently  enjoyed  only  on  that  basis. 

The  Program  of  Labor 

Organized  labor  on  the  other  hand,  under  the  spell 
of  the  mistaken  belief  that  high  wages  are  the  cause  of 
high  living  standards,  seeks  constantly  to  force  wages 
above  the  natural  economic  level.  Such  a  struggle  can 
never  succeed  on  any  large  scale,  and  even  if  it  could  it 
would  certainly  result  not  in  higher  living  standards  for 
the  people,  but  in  industrial  depression,  unemployment, 
poverty  and  misery.  The  chronic  unemployment  which 
has  been  so  prevalent  in  England  for  the  last  generation 
is  almost  certainly  due  to  the  partial  success  of  the  labor 
unions  of  that  country  in  forcing  their  wage  scales  above 
the  natural  economic  level. 

Supply  and  Demand 

The  price  of  labor  is  in  fact  merely  a  matter  of  de¬ 
mand  and  supply,  exactly  like  the  prices  of  all  com¬ 
modities.  It  is  sustained  and  determined  in  the  same 
way — with  this  partial  difference :  The  supply  of  labor 
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is  a  fixed  quantity  beyond  human  control  and  all  of  it 
must  be  sold  or  great  suffering  results,  while  the  supply 
of  most  commodities  is  under  human  control  and  can  be 
varied  to  meet  variations  in  demand.  The  price  of  man¬ 
ufactured  things  is  maintained  more  or  less  constant 
by  conscious  human  action  regulating  the  supply  to  the 
demand,  but  labor  can  be  kept  fully  employed  only  by 
allowing  the  price  freely  to  rise  or  fall  in  response  to 
variations  of  demand.  Any  attempt  to  hold  the  price 
constant,  to  prevent  a  fall  in  the  face  of  a  falling 
market,  or  to  force  artificially  high  prices,  must  result 
in  industrial  dislocation  and  unemployment.  To  ex¬ 
pect  industrial  society  to  maintain  its  equilibrium  with 
the  price  of  labor  pegged  and  no  longer  free  to  move  is 
like  expecting  a  tight-rope  walker  to  perform  success¬ 
fully  with  both  arms  tied  behind  him.  The  resulting 
crash  will  be  no  more  immediate  and  disastrous  in  one 
case  than  the  other. 

Fortunately  labor  is  the  one  thing  a  decline  in  whose 
price  does  not  mean  any  real  loss  to  the  seller  because 
all  other  prices  decline  along  with  the  price  of  labor,  and 
in  fact  usually  in  advance  of  it. 

Summary 

Wages  are  everywhere  and  always  free  to  rise  in 
response  to  natural  demand,  but  organized  labor  is  bend¬ 
ing  all  its  energies  to  the  resolve  that  wages  shall  be 
forced  continually  upwards  and  shall  no  longer  be  free 
to  fall.  Such  an  attitude  can  only  be  justified  by  the 
belief  that  higher  wage  levels  mean  a  higher  living  stan¬ 
dard,  but  such  a  belief  as  we  have  shown  is  wholly  un¬ 
founded  in  fact.  The  living  standard  is  controlled  not 
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by  the  wage  level,  but  by  the  average  per  capita  pro¬ 
ductivity  of  industry. 

The  Purchasing  Power  of  Wages 

Both  high  living  standards  and  high  wage  levels 
owe  their  existence  to  high  productive  efficiency.  This 


Figure  6.  Course  of  Wages  and  Prices  since  1860 


is  a  law  which  holds  not  only  for  the  different  countries, 
but  also  for  the  same  country  at  different  times.  In 
Figure  6  is  a  diagram  reproduced  from  the  Brookmire 
Economic  Service  showing  the  course  of  wages  and 
prices  in  the  United  States  since  1860.  The  price  and 
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wage  levels  for  the  year  1861  are  taken  as  100%  in 
each  case.  A  glance  shows  how  with  the  progress  of 
industrial  efficiency  wages  have  been  steadily  climbing 
in  relation  to  prices.  Starting  at  100%  in  1861  wages 
are  now  nearly  400%,  while  prices  are  under  200%  re¬ 
sulting  in  practically  doubling  the  relative  purchasing 
power  of  wages  in  sixty  years. 

It  will  be  seen  that  prices  rose  durir^  the  Civil  War 
to  280%  of  the  1861  level,  and  during  the  recent  World 
War  to  250%,  according  to  Dun’s  Index.  They  de¬ 
clined  from  the  peak  in  1864  to  the  starting  point  in  14 
years,  reaching  the  original  100%  in  1878.  They  con¬ 
tinued  their  decline  to  a  low  point  of  80%  in  1898  and 
then  gradually  rose  to  125%  in  1915,  shot  up  to  a  peak 
of  250%  in  1920  and  by  the  middle  of  1921  had  de¬ 
clined  to  155%  of  the  1861  level,  since  when  they  have 
increased  to  nearly  200%. 

Wages  on  the  other  hand  rose  rapidly  during  the 
Civil  War,  but  not  nearly  so  rapidly  as  prices,  and  did 
not  reach  their  highest  point  till  1873  when  they  stood 
at  166%  of  the  1861  level.  From  this  point  they  de¬ 
clined  to  140%  in  1879  and  then  rose  gradually  to  ,160% 
in  1898.  From  here  they  rose  at  a  sharper  angle, 
reaching  235%  of  the  1861  level  in  1915,  whence  they 
shot  up  to  a  peak  of  466%  in  1920,  and  then  declined  to 
390%  of  the  1861  level  in  1921.  Part  of  this  decline 
has  since  been  recovered,  but  accurate  figures  were  not 
available  for  plotting  it  on  the  chart. 

If  we  now  construct  a  table  of  the  purchasing  power 
of  wages  for  these  various  dates  by  dividing  the  wage 
level  by  the  corresponding  price  level  for  each  date,  we 
get  the  following  results : 
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Date  Wages  Prices  Purchasing  Power  of 

Wages 

1861 . 100  100  _  100% 

1879 . 140  100  _  140 

1898 . 160  _L  80  _  200 

1916 . 235  _L  125  —  188 

1920  . 466  _L  250  _  186 

1921  . 390  _L  155  _  251 


From  thesQiresults  and  from  a  study  of  the  chart 
we  can  draw  three  conclusions : 

First:  That  the  purchasing  power  of  wages  and 
consequently  the  standard  of  living  depends  on  the  rela¬ 
tion  of  wages  to  prices  and  may  be  expressed  by  the 
quotient  obtained  by  dividing  the  wage  level  by  the  cor¬ 
responding  level  of  prices. 

Second:  That  prices  rise  and  fall  more  rapidly  than 
do  wages ;  hence  the  purchasing  power  of  wages  is  great¬ 
est  in  the  early  years  of  a  business  depression,  when 
prices  are  at  their  lowest  while  wages  have  not  been 
equally  liquidated,  and  lowest  in  the  early  years  of  a 
business  boom.  This  would  not  be  equally  true  of  retail 
prices  as  they  lag  some  months  behind  wholesale,  both  in 
going  up  and  coming  down. 

Third:  That  the  purchasing  power  of  wages  and 
consequently  the  standard  of  living  are  approximately 
twice  as  high  in  this  country  today  as  in  1861. 


Prices  and  Wages  for  ioo  Years 

If  we  go  still  further  back  we  find  the  same  ten¬ 
dency.  Dr.  Ralph  G.  Hurlin,  statistician  of  the  Russell 
Sage  Foundation,  has  constructed  tables  of  wages  back 
to  1820.  His  studies  have  been  charted  by  Colonel 
Leonard  Ayres,  Vice-President  of  The  Cleveland  Trust 
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Company,  and  are  reproduced  in  Figures  7a  and  7b, 
together  with  a  chart  of  prices  for  the  same  period  pre- 


Figure  7a.  Wholesale  Prices  in  the  United  States  for  115  Years. 
Prices  in  1914=100 


Figure  7b.  Weekly  Wages  of  Artisans  and  Laborers  for  105  Years 

pared  by  Col.  Ayres.  Though  arrived  at  independently 
it  is  remarkable  how  closely  these  curves  correspond  to 
the  diagram  in  Figure  6.  Again  we  see  wages  steadily 
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climbing  above  prices.  The  average  weekly  wages  of 
skilled  workers  rose  from  about  $7.50  in  1820  to  about 
$41.00  in  1925,  or  nearly  600%.  The  average  weekly 
wages  of  common  labor  rose  from  about  $4.00  in  1820 
to  about  $22.00  in  1925 — or  more  than  five  times.  In 
the  same  time  prices  rose  from  about  120%  of  the  1914 
level  in  1820  to  about  240%  in  1920,  or  approximately 
double  and  then  declined  to  about  165%  in  1925.  The 
wages  of  skilled  labor  maintain  an  almost  constant  re¬ 
lation  of  80%  above  common  labor  except  for  the  war 
years. 

We  note  that  there  was  a  great  rise  in  prices  about 
1814,  connected  with  our  own  War  of  1812  and  the 
Napoleonic  Wars  in  Europe,  which  practically  equals 
the  rises  in  1864  and  1920.  On  the  average  the  price 
level  was  higher  previous  to  1860  than  it  has  been  since 
then.  In  1820  for  instance,  prices  were  at  least  10% 
higher  than  in  1860.  But  wages  in  1820  were  only  about 
70%  of  what  they  were  in  1860,  so  that  from  1820  to 
1860  there  was  a  rise  in  the  purchasing  power  of  wages, 
and  consequently  in  the  standard  of  living,  of  about 
55%.  In  other  words,  if  we  represent  by  100  the  quan¬ 
tity  of  goods  which  the  average  wage  earner  could 
purchase  with  his  wages  in  1820,  he  could  purchase 
an  amount  equal  to  155  in  1860,  and  in  1920  double 
that  again,  or  310.  So  that  in  the  space  of  one  century 
the  average  standard  of  living  of  the  American  wage 
earners,  as  represented  by  the  goods  their  wages  would 
purchase,  has  been  multiplied  by  three. 

This  is  a  very  splendid  result  and  one  of  which  every 
American  should  be  proud.  In  the  short  space  of  a 
single  century  the  lot  of  the  wage  earner  has  been  im- 
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proved  more,  probably,  than  in  all  the  preceding  cen¬ 
turies  since  the  dawn  of  civilization.  The  purchasing 
power  of  his  earnings  and  his  standard  of  living  have 
risen  some  300%  because,  through  the  progress  of  in¬ 
vention,  industry  has  become  more  efficient  and  his 
labor  has  been  made  more  productive,  while  through 
competition  among  producers  working  according  to  the 
law  of  normal  prices,  the  ultimate  benefit  has  come  to 
him  in  the  form  of  wages  which  are  300%  higher  in  re¬ 
lation  to  prices.  It  is  not  higher  wages  in  themselves, 
but  wages  which  are  higher  in  relation  to  prices,  or  it 
might  equally  well  be  prices  which  are  lower  in  relation 
to  wages,  which  bring  higher  living  standards  for  the 
wage  earners.  And  since  wages  control  costs  and  costs 
control  prices  such  a  gain  of  wages  over  prices  is  made 
possible  only  through  increased  efficiency  in  production. 
There  is  no  other  way  to  do  it. 

Furthermore,  so  long  as  free  and  active  competition 
exists,  the  increase  in  productive  efficiency  is  all  that 
is  necessary  to  assure  the  wage  earners  a  higher  living 
standard.  They  may  devote  themselves  wholeheartedly 
to  an  effort  to  improve  and  cheapen  production  in  the 
full  assurance  that  so  long  as  competition  is  free,  they 
as  a  class  are  bound  in  the  long  run  to  receive  the  lion’s 
share  of  the  resulting  benefit. 

The  Wage  Earner’s  Share  is  Residual 

The  wage  earners  as  a  class  do,  in  fact,  receive  the 
residual  share  of  the  total  social  production.  Regard¬ 
ing  any  one  plant  as  the  unit,  we  all  know  that  the 
stockholders  receive  the  residuum,  after  all  expenses  of 
the  business  have  been  paid,  in  the  form  of  profits.  But 
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profits  as  we  have  seen  are  limited  by  the  law  of  normal 
prices.  In  the  great  majority  of  cases  they  amount  to 
no  more  than  a  fair  return  on  the  investment.  When 
they  rise  above  a  minimum  fair  return  they  are  the  re¬ 
sult  of  the  superior  efficiency  of  the  plant  that  earns 
them,  and  are  limited  by  the  degree  of  superiority  which 
that  plant  can  attain  over  its  competitors. 

When  we  regard  the  whole  field  of  production  as  a 
social  process  in  which  all  the  people  of  a  country  are 
engaged,  we  see  that  the  real  residual  share  goes  to  the 
wage  earners.  Every  improvement  in  processes — 
though  for  a  time  it  may  bring  wealth  to  its  inventor — 
ultimately  results  in  cheapening  the  product  and  in¬ 
creasing  the  purchasing  power  of  wages,  and  so  in¬ 
creases  the  well-being  of  the  wage  earners.  Looking 
at  production  broadly,  after  the  necessary  return  has 
been  paid  to  the  land  owner,  the  owner  of  natural  re¬ 
sources,  and  the  provider  of  capital,  with  such  extra 
return  as  may  be  earned  by  extra  efficiency,  all  the  rest 
goes  to  the  wage  earners,  either  in  the  form  of  wages 
which  are  higher  relatively  to  prices,  or  prices  which 
are  lower  relatively  to  wages.  So  long  as  competition 
is  free,  stockholders  and  owners  cannot  normally  retain 
any  more  of  the  earnings  of  a  company  than  a  fair  re¬ 
turn  on  the  investment,  plus  such  additional  return  as 
may  be  realized  through  superiority  of  management. 
Anything  more  must  be  given  to  the  public  through 
lower  prices.  In  the  long  run  the  wage  earner  is  the 
residual  beneficiary  of  all  industrial  progress.  The 
proof  is  found  in  the  fact  that  in  the  last  hundred  years 
the  standard  of  living  has  been  tripled  by  the  progress 
of  industrial  invention,  which  was  itself  the  result  of  the 
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efforts  of  the  employer  to  achieve  a  producer’s  surplus. 
All  the  forces  of  modern  industrial  society  are  working 
for  the  ultimate  benefit  of  the  wage  earner. 

This  is  certainly  as  it  should  be,  and  no  one  will  be¬ 
grudge  the  wage  earner  the  improvement  in  his  lot,  hut 
it  is  strange  that  in  view  of  such  conditions  there  should 
be  such  an  outcry  that  the  wage  earner  is  not  getting 
his  share.  This  is  due  in  great  part  to  a  failure  to  un¬ 
derstand  the  nature  of  the  economic  processes  and  laws 
which  we  have  been  discussing,  also  in  considerable  de¬ 
gree  to  certain  little  understood  features  of  modern 
large-scale  production  and  distribution. 

Large-Scale  Production 

The  great  improvement  in  the  condition  of  the  wage 
earner  which  has  occurred  in  the  last  hundred  years,  is 
due  primarily  to  the  use  of  power  and  power  driven 
machinery,  which  has  made  possible  a  huge  increase  in 
production  and  has  resulted  in  the  relative  gain  of 
wages  over  prices,  which  we  have  seen  in  Dr.  Hurlin’s 
charts.  But  the  complaint  is  that  production  has  in¬ 
creased  in  far  greater  degree  than  the  purchasing  power 
of  wages.  In  many  kinds  of  work  the  production  of  the 
individual  workman  has  increased  from  twenty-  to  one 
hundred-fold,  but  his  real  wages  have  increased  only 
about  threefold.  This  is  due  primarily  to  the  fact  that 
such  industries  must  be  averaged  up  with  others,  such  as 
agriculture,  which  have  not  been  able  to  make  anything 
like  the  same  increase  in  production,  but  it  is  also  due 
in  large  degree  to  the  enormous  increase  in  overhead 
expenses  involved  in  the  conduct  of  modern  large-scale 
production  and  distribution. 
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For  example  let  us  take  a  pair  of  shoes.  In  1820 
shoes  were  made  entirely  by  hand  by  the  village  cobbler. 
The  village  butcher  killed  the  cattle,  the  village  tanner 
tanned  the  hides.  The  cobbler  made  the  shoes  with  the 
help  of  an  awl  and  some  thread,  and  the  villagers  came 
to  his  door,  bought  the  shoes  and  carried  them  home. 
That  was  all. 

Overhead  Costs  in  Modern  Industry 

Today  the  cattle  are  raised  in  Montana  and  slaugh¬ 
tered  in  Chicago.  The  hides  go  somewhere  else  to  be 
tanned,  and  are  finally  delivered,  after  traveling  several 
thousand  miles,  to  the  shoe  factory  in  New  England. 
A  gang  of  men  unload  them  and  store  them.  When  the 
time  comes  they  are  started  through  the  factory.  Prob¬ 
ably  thirty  different  men  doing  thirty  different  opera¬ 
tions  work  on  them  before  they  emerge  from  the  pro¬ 
cess  as  completed  shoes,  and  quite  likely  each  of  these 
thirty  men  turns  out  work  a  hundred  times  as  fast  as 
the  production  of  the  ancient  cobbler — but  there  are 
thirty  of  them,  and  a  great  staff  of  other  men  are  serv¬ 
ing  the  convenience  of  these  thirty.  First  of  all  come 
the  men  who  built  the  factory,  then  those  who  built  the 
machinery.  Then  those  who  keep  plant  and  machinery 
clean  and  in  repair.  Then  laborers  who  bring  the  ma¬ 
terials  from  the  storerooms  to  the  workers  and  carry 
them  on  again  after  each  operation  to  the  next  job,  and 
so  on  till  they  reach  the  finished  storeroom.  Then 
there  are  the  men  who  run  the  elevators,  the  watchmen, 
the  men  who  operate  the  power  plant,  the  inspectors 
who  inspect  and  check  the  work  done  at  every  stage  of 
the  journey.  Then  there  are  the  clerks  who  plan  the 
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production  schedules  and  route  the  goods  through  the 
plant,  the  time-keepers  and  payroll  clerks,  the  stock 
clerks  who  receive  and  store  the  finished  shoes,  the  cost 
clerks  whose  business  it  is  to  find  out  what  they  cost. 
Then  there  are  efficiency  men  and  machine  designers 
whose  duty  it  is  to  plan  methods  and  machinery  for  re¬ 
ducing  costs.  Then  there  are  the  salesman  who  travel 
the  country  over  to  sell  the  shoes,  and  the  shipping 
clerks  who  box  and  ship  them  when  orders  are  secured. 
Then  come  the  accountants  who  keep  the  books,  and 
the  credit  men  and  collectors,  whose  duty  it  is  to  safe¬ 
guard  accounts  and  collect  the  bills.  Over  all  are  the 
managers  who  plan  and  direct  the  work  of  all  the  others, 
who  study  styles  and  fashions  and  keep  the  product  up 
to  date,  who  study  business  conditions  and  markets  so 
as  to  know  when  to  buy  materials,  when  to  accumulate 
or  reduce  stocks,  and  when  and  where  to  send  the  sales¬ 
men  in  the  constant  search  for  orders.  Finally  there 
is  the  advertising  department,  which  must  spend  huge 
sums  to  make  the  product  favorably  known  to  the  con¬ 
sumer.  Last  of  all  come  taxes,  insurance,  rent,  and 
interest,  to  add  to  the  total  cost. 

Distribution  Costs 

When  all  these  have  been  taken  care  of  and  paid 
there  is  still  the  cost  of  distribution.  The  factory  sells 
the  shoes  and  delivers  them  to  a  jobber,  in  Denver,  let 
us  say,  and  he  again  must  go  through  the  whole  process 
of  storing,  selling,  packing  and  reshipping,  accounting 
and  collecting  from  the  retailer.  The  retailer  must  have 
an  expensive  location  on  the  best  street  of  his  town.  He 
carries  a  large  stock  of  goods  in  many  styles  and  sizes; 
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he  runs  large  advertisements  in  the  daily  papers ;  he  has 
a  staff  of  clerks  to  fit  the  customers;  and  finally  he  de¬ 
livers  the  shoes  to  the  consumer’s  home,  and  then  waits 
thirty  or  sixty  days  for  his  money,  meanwhile  paying 
interest  on  his  loans  at  the  bank.  The  retailer’s  costs 
alone  amount  to  about  25%  of  the  price  to  the  consumer, 
on  the  average. 

Behind  every  worker  at  the  machine  stand  a  number 
of  other  men,  whom  he  probably  does  not  know  and  most 
of  whom  he  will  never  see,  but  whose  efforts  are  essential 
to  the  maintenance  of  his  job,  and  who  must  get  their 
living  out  of  the  product  that  he  produces. 

It  is  easy  to  understand  after  going  through  such 
a  process  that  the  original  cost  of  the  materials  and 
labor  that  went  directly  into  producing  the  shoes  may 
be  only  a  small  fraction  of  the  final  cost  when  delivered 
to  the  consumer,  while  with  the  old-time  cobbler  ma¬ 
terial  and  labor  was  all  the  cost  there  was.  Today  the 
overhead  and  distribution  costs  are  frequently,  perhaps 
usually,  several  times  the  material  and  labor  costs. 
Such  a  system  may  seem  needlessly,  perhaps  shame¬ 
fully,  wasteful.  Nevertheless,  it  is  the  best  that  human 
brains  have  been  able  to  devise  up  to  date;  it  has  suc¬ 
ceeded  what  went  before  because  it  was  better  and 
cheaper,  and  it  is  constantly  being  improved  by  the  ef¬ 
forts  of  a  multitude  of  the  brightest  minds  in  the  coun¬ 
try.  The  net  effect  has  been  to  triple  the  purchasing 
power  of  wages  in  the  last  hundred  years. 

The  Share  of  Capital 

The  criticism  will  perhaps  still  be  made  that  capital 
is  getting  an  undue  share  of  the  product.  Well,  capital 
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is  necessary  to  the  conduct  of  modern  business;  busi¬ 
ness  men  must  pay  for  it  or  they  cannot  get  it ;  the  price 
is  fixed  by  the  natural  law  of  supply  and  demand.  The 
testimony  is  universal  among  business  men  that  com¬ 
petition  has  been  growing  constantly  keener  and  profit 
margins  constantly  narrower  for  more  than  a  genera¬ 
tion,  interrupted  for  a  time  only  by  the  abnormal  con¬ 
ditions  of  the  war. 

Conclusion 

Labor  receives  the  residual  share  of  production.  Its 
condition  will  automatically  improve  as  production  can 
be  cheapened  and  made  more  efficient.  All  employers 
are  continually  striving  to  that  end.  If  labor  would 
wholeheartedly  co-operate,  progress  might  be  very 
much  faster  than  it  is  today. 


CHAPTER  VI 


WHAT  ARE  FAIR  WAGES? 

The  Fundamental  Problem  is  Ethical 

The  problem  of  peaceful  and  satisfactory  indus¬ 
trial  relations  will  never  be  solved  by  mere  machinery. 
No  amount  of  mediation  or  conciliation,  of  arbitration 
boards,  voluntary  or  compulsory,  or  shop  committees, 
industrial  courts,  collective  bargaining,  Railway  Labor 
Boards,  coal  commissions  or  any  other  of  the  hundred 
and  one  devices  advocated,  will  ever  accomplish  that 
purpose  without  a  philosophy  that  can  be  accepted  by 
both  sides  to  the  controversy.  That  philosophy  must 
be  primarily  ethical.  That  is,  it  must  deal  with  ques¬ 
tions  of  right  conduct.  It  must  undertake  to  say  what 
is  right  or  wrong,  what  is  fair  and  just,  and  it  must  be 
founded  so  squarely  on  plain  facts  as  to  carry  conviction 
to  men  of  all  parties  and  classes. 

As  long  as  we  human  beings  continue  our  efforts 
to  solve  our  industrial  relations  problem  through  forms 
and  mechanisms,  we  shall  fail.  The  ethical  problem  is 
fundamental  and  must  be  solved  first.  When  employers 
and  employees  can  agree  on  what  is  right  and  fair  and 
just  with  regard  to  wages  and  hours,  or  at  the  least 
can  agree  on  methods  and  standards  for  arriving  at 
justice,  then  there  will  be  little  further  need  of  ma¬ 
chinery  for  arbitration  or  conciliation.  But  until  such 
fundamental  standards  or  methods  are  generally  agreed 
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on  and  accepted,  the  best  machinery  in  the  world  will 
be  frequently  futile  and  fruitless.  It  is  worth  while  to 
call  attention  to  this  most  important  fact  because  hither¬ 
to  scarcely  anyone  has  given  any  thought  or  notice  to 
the  ethical  character  of  the  fundamental  problem,  but 
all  our  time  and  efforts  have  been  devoted  to  building 
new  forms  of  machinery,  most  of  it  valueless. 

Can  be  Solved  by  the  Scientific  Spirit 

When  once  the  true  nature  of  such  a  problem  is 
recognized  and  the  importance  and  possibility  of  its 
solution  accepted,  the  resources  of  modern  science  which 
can  be  brought  to  bear  on  its  solution  are  practically 
inexhaustible.  If  one  tenth  of  the  time,  thought,  study, 
effort  and  money  which  were  spent  on  observing  the 
recent  eclipse  of  the  sun,  or  better  still,  one  tenth  of 
the  brains,  equipment  and  resources  annually  devoted 
throughout  the  world  to  the  science  of  astronomy,  al¬ 
most  totally  without  effect  on  practical  human  well-be¬ 
ing,  had  been  devoted  to  the  study  of  this  problem,  with 
its  almost  infinite  significance  for  human  welfare,  who 
can  doubt  but  that  it  would  have  been  solved  in  short 
order.  Science,  having  begun  with  the  study  of  the  stars, 
has  only  just  begun  to  pay  attention  to  the  more  intri¬ 
cate  and  complex  problems  of  human  conduct  and  the 
promotion  of  human  well-being;  and,  of  course,  the 
more  ancient  branches  are  still  much  the  better  endowed. 
But,  no  doubt,  in  time  this  will  be  rectified.  Probably 
it  has  never  even  occurred  to  the  average  man  that  such 
problems  as  those  we  are  dealing  with  are  capable  of 
formulation  and  solution  by  the  methods  of  science.  Y et, 
after  all,  what  is  involved  but  a  group  of  hypothetical 
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laws  of  cause  and  effect,  based  on  observed  facts,  and 
capable  of  scientific  analysis,  and  proof  or  disproof? 
There  is  probably  not  a  problem  in  all  the  complex 
range  of  human  relationships  but  can  and  will  ultimate¬ 
ly  be  solved  in  just  the  same  way,  when  we  come  to 
realize  the  possibilities,  and  approach  them  in  the  true 
scientific  spirit  of  impartial  inquiry. 

If  this  present  work  has  any  enduring  value,  it  is,  I 
believe,  chiefly  as  an  illustration  or  example  of  the 
method  of  doing  this  very  thing — in  this  case  of  laying 
the  foundation  for  solving  the  problem  of  just  indus¬ 
trial  relations,  by  building  up  a  series  of  simple  state¬ 
ments  of  fact,  which  if  found  to  be  true,  lead  unmis¬ 
takably  to  certain  ethical  conclusions,  which  in  turn 
will  be  found  to  solve  the  problem  of  peaceable  and 
harmonious  relations  between  employers  and  employees, 
with  a  large  gain  in  prosperity  for  both.  Such  a  method 
at  least  has  the  merit  of  transferring  the  discussions  in 
the  industrial  arena  from  an  exchange  of  personalities 
and  recriminations  to  an  argument  over  issues  of  fact, 
which  are  capable  of  definite  determination.  Out  of 
such  discussions  the  truth  is  sure  ultimately  to  emerge, 
while  out  of  present-day  personalities  nothing  emerges 
but  bitterness,  waste,  and  rancor. 

What  are  Just  Wages 

It  is  time  now  to  turn  to  the  consideration  of  the 
ethical  judgments  which  follow  from  the  facts  or  laws 
which  we  have  been  hitherto  discussing.  First  of  all, 
let  us  consider  the  question:  “How  high  ought  wages 
to  be,  and  when  are  they  just  and  fair?”  This  is  the 
problem  which  I  definitely  set  myself  to  solve  more 
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than  twenty  years  ago  and  this  work  presents  the  an¬ 
swer  as  I  have  unravelled  it. 

Review  of  Conclusions 

The  prevailing  wage  level,  contrary  to  the  usual 
supposition,  has  very  little  to  do  with  the  standard  of 
living  of  a  people.  It  is  itself  not  a  cause  but  a  result. 
It  is  the  resultant  of  the  average  productive  efficiency 
of  all  the  individual  wage  earners  of  the  nation.  It  is 
at  the  right  level  when  it  permits  all  the  people  of  a 
nation  who  wish  to  be  employed  to  obtain  normal  full¬ 
time  employment.  When  higher  than  this  it  will  cause 
unemployment  and  must  be  permitted  to  fall.  When 
lower,  it  causes  shortage  of  labor  and  must  rise.  Free¬ 
dom  for  it  to  rise  and  fall  to  meet  the  varying  condi¬ 
tions  of  finance  and  trade  is  the  surest  guarantee  of 
normal  national  prosperity. 

The  standard  of  living  likewise  depends  on  the 
average  of  individual  productivity.  Hence  wage  levels 
and  living  standards  are  always  high  or  low  together,  as 
both  are  results  of  the  same  cause.  This  accounts  for 
the  common  delusion  that  high  wages  are  the  cause  of 
good  living  conditions.  They  are  not,  of  course,  but 
merely  concurrent  results  of  the  same  cause,  namely 
high  individual  production. 

In  order  that  the  purchasing  power  of  wages  shall 
be  high,  which  means  a  high  living  standard,  the  price 
of  labor  must  be  high  relatively  to  the  prices  of  goods. 
But  as  all  goods  are  produced  by  labor,  this  merely 
means  that  average  individual  production  of  goods 
must  be  high.  Given  increasing  per  capita  production, 
we  shall  have  a  rising  standard  of  living,  but  if  individ- 
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ual  production  declines,  the  standard  of  living  must  fall. 

Competition  ordinarily  compels  all  products  to  be 
sold  as  closely  as  possible  to  cost,  and  still  permit  the 
weakest  necessary  producers  a  living  return.  Conse¬ 
quently  any  general  increases  in  average  productivity 
will  be  presently  reflected  in  rising  living  standards, 
and  increased  purchasing  power  of  wages,  rather  than 
in  increased  profits.  American  workmen,  with  Ameri¬ 
can  machinery  and  American  management,  are  notori¬ 
ously  the  most  productive  in  the  world,  but  this  does  not 
result,  as  might  be  supposed,  in  increased  profits  for 
American  employers.  On  the  contrary,  it  is  just  as 
easy  to  develop  a  profitable  business  and  earn  satisfac¬ 
tory  profits  in  England,  France,  Germany  or  Japan  as 
in  this  country.  But  the  workmen  in  those  countries 
have  a  very  much  lower  standard  of  living.  Increased 
individual  production  benefits  the  wage  earners  prim¬ 
arily.  The  purchasing  power  of  wages  in  America  has, 
in  fact,  trebled  in  the  last  century,  in  obedience  to  this 
law.  Considering  all  the  productive  activities  of  a  na¬ 
tion  as  one  social  process,  it  is  thus  clear  that  labor  re¬ 
ceives  the  residual  share,  not  capital.  While  labor’s 
return  has  trebled  in  a  century,  the  rate  of  return  on 
industrial  capital  has  steadily  fallen  in  this  country. 
Hence  all  that  is  required  for  a  better  standard  of  living 
is  increased  individual  production.  Nothing  more  is 
necessary  and  nothing  else  will  prove  effective.  The 
wage  level  does  not  matter. 

Wage  Justice  is  Relative 

The  total  production  of  all  kinds  of  goods  and  ser¬ 
vices  constitutes  the  total  real  income  of  a  people.  The 
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amount  of  it  is  strictly  limited  by  physical  considera¬ 
tions,  and  can  only  be  increased  by  greater  production. 
The  proportion  of  the  total  which  any  individual  can 
get  depends  on  the  relation  of  his  income  to  the  total 
money  incomes  of  all  the  people  in  the  community. 
Should  the  incomes  of  all  people  be  uniformly  in¬ 
creased,  no  injustice  would  result.  But  when  one  class 
only  receives  an  increase  while  others  do  not,  all  others 
are  proportionately  the  losers,  and  cannot  secure  their 
accustomed  share  of  the  total  production. 

The  Consumer  Pays 

If  the  favored  group  is  confined  to  wage  earners  in 
some  one  particular  industry,  as  often  happens,  the  cost 
of  production,  and  consequently  the  price,  will  be 
raised.  This  means  that  all  the  consumers  of  that  pro¬ 
duct  must  pay  more  for  it,  and  must,  therefore,  buy 
less,  either  of  that,  or  of  some  other  product  that  they 
are  accustomed  to  use  and  enjoy. 

The  immediate  effect  of  a  wage  increase  is  to  com¬ 
pel  employers  to  pay  the  increased  wages,  but  in  few 
industries  are  profits  such  as  to  make  it  possible  for  all 
the  employers  to  absorb  the  increase.  Some  are  obliged 
to  raise  the  price  in  order  to  escape  bankruptcy  and  the 
others  follow  suit.  If  in  any  industry  profits  are  so 
large  as  to  enable  all  the  employers  to  absorb  the  in¬ 
crease,  this  is  due  to  some  unusual  condition  of  supply 
and  demand,  or  other  limitation  on  competition,  such  as 
a  natural  or  artificial  monopoly,  which  makes  it  easily 
possible  to  pass  on  the  extra  cost  to  the  consumer.  Even 
if  the  goods  produced  are  in  the  nature  of  capital  equip¬ 
ment,  such  as  machinery  or  tools,  nevertheless  the  in- 
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creased  price  adds  to  the  cost  of  production,  and  is  ul¬ 
timately  passed  on  to  some  consumer.  Thus  we  see 
that  all  industrial  production  costs  are  paid  by  the  ul¬ 
timate  consumer,  and  every  man’s  wages  finally  become 
a  part  of  some  other  man’s  cost  of  living. 

The  Fundamental  Rule 

We  thus  come  to  the  conclusion  that  the  funda¬ 
mental  ethical  rule  regarding  wages  is  that  the  wages 
of  every  group  or  class  should  be  justly  and  fairly  re¬ 
lated  to  the  wages  or  salaries  of  all  other  groups  or 
classes  in  the  nation,  considering  the  nature  of  the  work 
performed ;  and  the  wage  level  of  the  nation  as  a  whole 
should  be  such  as  to  secure  full  normal  employment  for 
all  who  wish  to  be  employed,  in  other  words  a  wage 
level  that  is  the  natural  result  of  the  economic  forces  of 
supply  and  demand. 

Ability  to  Pay 

The  ability  of  the  employer  to  pay  is  not  a  proper 
factor  to  be  taken  into  consideration  in  passing  on  the 
justness  and  fairness  of  a  wage  scale.  If  there  are  not 
sufficient  earnings  to  pay  fair  wages,  that  is  not  the 
fault  of  the  employees  and  should  not  be  allowed  to 
hold  wages  below  a  fair  level.  An  industry  which  can¬ 
not  pay  fair  wages  is  to  that  extent  parasitical  and 
should  close  its  doors.  On  the  other  hand,  the  existence 
of  large  profits  is  not  a  sound  argument  for  higher 
wages.  If  profits  are  excessive,  that  should  be  remedied 
by  reducing  prices  to  the  consumer  rather  than  by  sadd¬ 
ling  permanently  higher  prices  on  the  consumer  through 
increased  wage  scales.  If  the  profits  are  not  excessive 
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but  no  more  than  a  fair  producer’s  surplus,  earned  by- 
superior  management,  it  is  not  fair  nor  conducive  to  the 
public  welfare  that  the  management  should  be  deprived 
of  the  just  rewards  of  superior  ability,  even  though 
large. 

The  Living  Wage 

No  arbitrarily  established  standard  of  living  can  be 
maintained  as  a  valid  measure  of  the  justness  of  any 
given  wage  scale.  Such  methods  of  arriving  at  wage 
standards  are  not  practical  or  legitimate.  All  men  de¬ 
sire  the  highest  possible  standard  of  living  for  them¬ 
selves  and  all  are  entitled  to  equal  consideration.  The 
prevailing  standard  of  living  is  the  net  average  result 
of  the  productive  efficiency  of  all  of  us,  and  no  small 
groups  are  entitled  to  receive  special  advantages,  at  the 
expense  of  the  rest  of  us. 

We  need  not  fear  that  the  wage  earners  of  any  mod¬ 
ern  civilized  country  will  in  fact  be  unable  to  support 
and  maintain  themselves  and  families,  under  any  nor¬ 
mal  circumstances  and  wage  scales.  The  human  race 
has  found  ways  to  survive  from  the  days  of  our  prehis¬ 
toric  ancestors  who  lived  in  trees  and  caves,  and  has 
constantly  gained  in  living  standards  through  all  that 
period.  Even  today  men  of  the  Oriental  countries,  in 
India  and  China,  in  enormous  numbers,  are  living  on  a 
small  fraction  of  what  an  average  American  family 
consumes,  on  scarcely  more  in  fact  than  the  average 
American  family  wastes. 

There  is  therefore  no  valid  ground,  nor  any  ne¬ 
cessity,  for  the  creation  of  privileged  groups  here  in 
America.  The  pioneers  of  the  past,  daring  the  perils 
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of  the  ocean  voyage,  rafting  down  the  great  rivers, 
crossing  the  deserts  and  prairies  in  their  wagon  trains, 
facing  the  perils  of  nature  and  of  hostile  Indians,  break¬ 
ing  the  virgin  soil  with  crude  tools,  existing  during  their 
first  years  in  sod  huts,  lived  at  an  immensely  lower  level 
of  creature  comfort  than  any  Americans  of  today  are 
called  upon  to  do,  yet  became  the  fathers  of  this  great 
and  powerful  and  intelligent  nation.  If  they  endured 
what  they  endured,  without  complaining,  surely  no 
wage  earners  of  today,  with  their  doubled  or  trebled 
purchasing  power  have  any  just  reason  for  complaint. 

The  essential  problem  is  one  of  fairness  to  all,  and 
is  only  met  by  wages  that  are  just  and  fair  to  every 
group  in  relation  to  the  services  rendered  and  the  pay 
received  by  all  other  groups  in  the  community.  Any¬ 
thing  else  results  in  a  miscarriage  of  justice. 

The  Earned  Wage 

Professor  Dyer  of  Vanderbilt  University  has  given 
a  great  deal  of  thought  to  these  matters  and  arrived  at 
substantially  the  same  conclusions,  which  he  expresses 
as  follows : 

“It  is  grossly  inconsistent  for  the  government  to  pro¬ 
hibit  the  control  of  the  price  of  commodities,  and  at  the 
same  time  permit  groups  of  men  to  artificially  control 
the  price  of  the  biggest  factor  in  producing  the  com¬ 
modity. 

“Under  modern  conditions  of  exchange,  when  the 
workers  in  any  industry  push  their  wages  above  the 
point  at  which  they  would  be  fixed  by  the  law  of  demand 
and  supply,  to  this  extent  they  are  really  taking  money 
that  belongs  to  farmers  and  others  and  appropriating 
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it  to  themselves.  The  only  fair  wage  is  the  earned  wage 
where  value  is  measured  by  the  same  law  that  the  far¬ 
mers’  services  are  measured.  Anything  above  this  is 
exploitation.  Anything  above  this  is  taken  from  those 
to  whom  it  rightly  belongs  and  given  to  him  to  whom 
it  does  not  belong.  To  ask  for  more  than  the  value  of 
the  earned  wage  is  to  ask  for  charity.  For  any  group 
to  demand  and  by  some  sort  of  compulsion  obtain  wages 
above  the  amounts  they  would  get  under  the  law  of 
demand  and  supply  is  to  forcibly  take  and  appropriate 
to  themselves  property  that  belongs  to  the  great  masses 
of  consumers.  However  desirable  ‘high  standards’  of 
living  and  so-called  ‘living  wages’  may  be — it  is  hazard¬ 
ous  in  the  extreme  to  society  to  obtain  them  at  the  cost 
of  property  rights  and  common  honesty. 

“Tampering  with  the  standards  of  value  in  society 
is  more  deadly  to  honesty  and  justice  and  fair  dealing 
among  men  than  tampering  with  weights  and  measures 
would  be.” 

Justice  Attained  through  Liberty 

What  are  the  best  means  for  achieving  wage  justice 
and  maintaining  it?  The  more  automatic  they  are,  the 
better,  of  course,  they  will  be.  Clearly  they  are  two, 
knowledge  and  freedom.  The  more  widespread  is 
knowledge  of  the  rates  of  wages  paid  in  different  trades, 
industries  and  localities,  and  of  the  need  and  opportun¬ 
ity  for  workers,  and  the  more  complete  is  the  freedom 
of  the  individual  to  respond  to  such  knowledge  and 
opportunity,  the  more  perfectly  will  the  ideal  of  justice 
be  realized  in  every  walk  of  life.  Individual  liberty  is 
the  great  equalizer  liberty  which  sets  every  employer 
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free  to  hire  the  best  men  he  can  find,  and  which  sets 
every  employee  free  to  seek  the  best  job  he  is  fitted  for. 
Such  liberty,  with  widespread  knowledge,  will  draw 
the  supply  of  workers  to  the  jobs  where  they  are  most 
needed — will  enable  them  to  withdraw  from  jobs  or 
localities  where  their  services  are  undervalued  and  re¬ 
move  to  those  where  their  talents  command  the  highest 
reward.  It  assures  every  worker  that  he  can  secure 
the  highest  pay  that  any  employer  is  able  or  willing  to 
pay  him  for  his  particular  grade  of  services;  and  also 
assures  the  community,  so  far  as  any  such  assurance 
can  be  had,  that  each  man’s  services  will  be  most  effec¬ 
tively  employed  and  at  the  job  where  he  can  serve  best 
and  most  efficiently  in  promoting  the  general  welfare. 

If  America  is  to  remain  a  free  and  prosperous  coun¬ 
try,  it  must  cling  to  such  individual  industrial  liberty  at 
all  hazards,  and  tolerate  no  interference  with  it.  It  is 
vital  to  the  progress  and  welfare  of  the  nation ;  it  is  the 
chief  guarantee  of  fair  play  between  man  and  man. 
Under  it  the  wage  hollows  will  be  filled  up,  and  the  wage 
peaks  levelled  down,  under  it  justice  will  be  more  com¬ 
pletely  and  fairly  accomplished  than  under  any  other 
system  known.  For  it  places  every  man  on  an  equality 
with  every  other  and  is  indeed  the  very  corner-stone,  the 
heart  and  essence  of  Liberty  itself.  Nor  should  it  be 
forgotten  that  it  likewise  most  effectively  promotes  the 
welfare  of  us  all. 

Special  Cases 

But  there  are  cases,  of  course,  where  even  knowl¬ 
edge  and  liberty  are  not  sufficient  to  accomplish  justice, 
where  some  exceptional  condition  or  factor  intervenes. 
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It  conceivably  may  happen  when  a  whole  town  depends 
for  its  livelihood  chiefly  on  one  industry,  and  is  remote 
or  isolated,  that  there  may  be  a  failure  in  knowledge  or 
in  the  mobility  of  labor,  so  that  unjust  conditions  may 
for  a  time  result.  Or  again,  as  happened  some  years 
ago  in  the  sweated  clothing  industries  of  New  York 
City,  abnormal  conditions  may  obtain,  in  this  particular 
case  due  to  an  influx  of  alien  labor,  of  much  lower  living 
standards,  into  one  industry,  faster  than  it  could  be 
absorbed,  causing  most  distressing  conditions  of  low 
earnings  and  low  living  standards.  It  is  to  be  hoped 
that  the  present  policy  of  restricting  immigration  will 
effectively  prevent  the  recurrence  of  such  conditions  in 
this  country  in  the  future.  In  the  past  undoubtedly 
the  most  effective  remedy  has  been  found  in  the  organi¬ 
zation  of  the  workers  themselves  for  collective  action. 
Such  a  remedy  unfortunately  involves  the  danger  that 
the  pendulum  may  swing  equally  too  far  in  the  other 
direction,  with  resulting  great  injustice  to  the  con¬ 
sumers  and  to  the  public. 

Collective  Bargaining 

This  brings  up  the  whole  question  of  the  usefulness 
of  “collective  bargaining”  as  a  means  of  promoting  jus¬ 
tice  in  wage  relationships.  “Bargaining”  is  surely  an 
unfortunate  word  to  use  in  this  connection,  for  it  im¬ 
plies  the  complete  absence  of  ethical  considerations  or 
ethical  standards.  The  “Bargain  Theory  of  Wages” 
rests  on  two  assumptions  which  we  have  already  seen 
are  false,  and  which  are  as  vicious  as  they  are  fallacious : 
First,  that  the  standard  of  living  depends  on  the 
wage  level;  and  second,  that  the  wage  level  is  not  the 
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outcome  of  natural  economic  forces  or  controlled  by  eco¬ 
nomic  laws,  but  is  a  matter  of  bargaining  and  trading 
between  employers  and  employees,  to  be  thrust  up  or 
down,  carrying  the  living  standard  up  or  down  with  it, 
according  to  which  party  is  for  the  time  being  the 
stronger. 

This  is  a  monstrous  doctrine,  and  so  long  as  such 
notions  hold  sway  on  either  side,  confidence,  fair  dealing 
and  co-operative  relations  between  employer  and  em¬ 
ployee  are  plainly  impossible.  It  is  like  that  other  bad 
old  doctrine  of  the  Mercantilists  which  for  so  many 
years  embittered  the  relations  of  foreign  traders  and 
made  confidence  or  fair  dealing  between  merchants  of 
different  nations  well-nigh  impossible,  until  it  fell  to  the 
fortunate  lot  of  Adam  Smith  to  discredit  and  destroy 
it,  a  hundred  and  fifty  years  ago. 

Large-Scale  Production 

The  case  for  collective  bargaining  rests  primarily 
on  the  statement  that  modern  large-scale  production  has 
given  to  employers  a  disproportionate  bargaining 
strength,  and  therefore  to  prevent  the  cumulative  de¬ 
pression  of  wages  and  living  standards  it  is  necessary 
for  workers  to  be  organized  and  to  stand  together  col¬ 
lectively  as  a  make-weight  to  the  employers’  strength. 
But,  of  course,  the  real  effect  of  large-scale  production 
is  not  at  all  such  as  is  here  depicted,  but  precisely  the 
opposite.  Large-scale  production,  as  we  have  seen, 
does  not  lower  wages  but  raises  them,  both  money  wages 
and  real  wages.  No  country  practises  large-scale  pro¬ 
duction  so  extensively  or  so  uniformly  as  the  United 
States  and  none  has  so  high  wage  levels  or  so  high 
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standards  of  living.  And  as  we  run  over  the  lists  of 
other  countries  of  Europe  and  Asia  we  cannot  fail  to 
note  a  marked  concurrence  between  the  existence  of 
large-scale  production  and  high  wage  and  living  stand¬ 
ards.  Where  the  one  exists  we  find  the  others  also, 
and  where  the  one  is  absent  the  others  are  proportion¬ 
ately  depressed. 

Neither  is  it  true  that  mere  size  gives  an  employer 
an  advantage  in  obtaining  employees.  In  fact,  just  the 
contrary  is  the  case,  and  large  employers  will  usually 
be  found  paying  just  a  little  higher  wage  rates  than 
small  ones.  The  large  employer  must  have  men  whole¬ 
sale  and  he  has  not  the  time  necessary  to  shop  around 
in  order  to  hire  them  a  little  below  the  market.  Only 
a  small  employer  can  do  that.  Only  a  limited  number 
„  °f  men  can  be  found  whose  necessities  or  disabilities 
compel  them  to  accept  less  than  the  fair  market  rate  of 
wages.  The  real  effect  on  the  wage  market  of  large- 
scale  employment  is  to  stabilize  it,  to  broaden  the  mar¬ 
ket,  to  produce  uniformity,  to  eliminate  inequalities, 
and  to  assist  the  spread  of  wage  knowledge. 

Modern  Methods  Ethical 

In  the  old  days  of  small  traders,  every  purchase  and 
sale  was  a  matter  of  bargaining  skill,  and  every  buyer 
stood  a  good  chance  of  being  cheated.  The  large-scale 
merchandising  of  today  has  eliminated  all  this.  One 
price  for  all  is  the  invariable  policy  of  all  reputable 
merchants  nowadays  and  no  one  in  stepping  into  a 
modern  department  store  has  any  fear  of  being  over¬ 
charged.  In  exactly  the  same  way  large-scale  employ¬ 
ment  has  brought  the  assurance  of  equitable  dealing 
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into  the  labor  market,  so  that  today  one  who  wishes  to 
sell  his  labor  is  far  less  in  danger  of  being  taken  advan¬ 
tage  of  through  ignorance  or  inexperience  than  ever 
before  in  the  history  of  the  world. 

In  view  of  these  facts  it  is  indeed  strange  that  such 
currency  should  have  been  gained  for  the  belief  that 
collective  organization  was  necessary  for  the  protection 
of  the  workers,  to  prevent  modern  large-scale  producers 
from  depressing  the  standard  of  living!  Of  all  the  hun¬ 
dreds  of  thousands  of  people  in  all  walks  of  life  who 
have  accepted  this  statement  at  face  value,  apparently 
it  never  occurred  to  even  one  to  give  it  any  critical  ex¬ 
amination  or  submit  it  to  the  test  of  the  touchstone  of 
facts.  So  far  as  the  author  is  aware  no  one  has  ever  pro¬ 
duced  a  single  particle  of  evidence  in  support  of  it.  Yet 
there  were  millions  who  believed  it  only  a  few  years  ago. 
It  is  surely  a  striking  example  of  the  degree  to  which 
even  very  intelligent  people  can  be  blinded  to  obvious 
facts  through  the  acceptance  of  a  false  theory. 

Two  Kinds  of  Collective  Bargaining 

Collective  bargaining  can  be  an  acceptable  and  per¬ 
haps  desirable  means  of  effecting  wage  adjustments, 
when  both  parties  accept  the  ethical  principle  of  fair 
wages  laid  down  in  this  chapter,  and  the  “bargaining” 
takes  the  form  merely  of  a  review  of  the  facts  of  the 
labor  market  in  order  to  determine  a  fair  relative  wage. 
This  is,  in  fact,  what  occurs  in  most  cases  of  shop  com¬ 
mittees  and  company  unions,  and  similar  forms  of  co¬ 
operative  industrial  relationships.  In  so  far  as  they 
are  successful  such  arrangements  owe  their  success  to 
the  tacit  acceptance  by  both  sides  of  the  ethical  principle 
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of  the  relativity  of  fair  wages,  and  the  large  number 
of  cases  of  successful  experiments  of  this  nature  would 
indicate  that  the  natural  disposition  of  American 
workers  is  to  accept  such  a  standard  as  fair. 

But  the  advocates  of  “Collective  Bargaining”  are 
usually  not  content  with  the  results  of  any  such  method 
of  determining  fair  wages.  They  desire  much  more, 
and  demand  collective  bargaining  primarily  as  a  means 
of  acquiring  a  monopoly  of  available  labor.  Under 
such  conditions  “Collective  Bargaining”  ceases  to  be  a 
matter  of  reason  and  discussion  and  becomes  instead  a 
measure  of  coercion,  commonly  accompanied  by  threats, 
violence,  and  lawlessness.  This  is,  of  course,  the  ex¬ 
planation  of  the  determined  resistance  which  it  has  en¬ 
countered  from  employers. 

The  Public  Interest 

As  long  as  the  field  of  collective  bargaining  is  con¬ 
fined  to  a  single  employer  and  his  employees  the  public 
is  perhaps  not  especially  concerned,  except  to  see  that 
law  and  order  are  preserved  and  the  lawful  rights  of 
both  parties  safeguarded.  For  if  an  individual  em¬ 
ployer  under  pressure  grants  an  advance  in  wages  be¬ 
yond  the  fair  market  level  it  is  usually  not  within  his 
power  to  pass  it  on  to  the  public  in  the  form  of  increased 
prices,  and  he  must  either  bear  the  extra  cost  himself  if 
he  is  able,  or  close  his  doors  if  he  is  not.  In  neither  case 
does  the  public  suffer  seriously,  and  it  is  further  pro¬ 
tected  by  the  fact  that  the  employer  in  such  a  case  will 
make  a  determined  fight  against  excessive  wage  costs 
and  can  almost  always  win  when  it  is  a  matter  of  suffi¬ 
cient  necessity  for  him  to  do  so. 
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National  Agreements 

But  when  the  field  of  collective  bargaining  is  ex¬ 
tended  to  a  whole  industry,  or  to  practically  the  whole 
of  an  industry,  as  it  is  in  a  number  of  the  highly  organ¬ 
ized  trades,  such  as  coal  mining,  and  the  railroads,  the 
public’s  interest  becomes  a  very  direct  and  personal  one, 
for  its  pocketbook  is  being  touched.  Where  the  field 
of  collective  bargaining  includes  all  or  nearly  all  the 
employers  in  an  industry,  it  costs  them  nothing  to  grant 
a  scale  of  wages  even  greatly  above  the  going  market 
level.  All  competitors  being  equally  obliged  to  pay  it, 
they  are  all  on  the  same  footing,  and  the  excess  wage 
cost  is  not  a  handicap  to  any  of  them.  It  is  easily  passed 
on  to  the  public. 

Under  such  conditions  the  employers  have  no  par¬ 
ticular  incentive  to  oppose  the  demands  of  the  wage 
earners  except  the  natural  wish  to  have  something  to 
say  about  running  their  own  business,  and  a  certain  de¬ 
gree  of  patriotism  and  public  spirit  which  makes  every 
one  rebel  at  being  made  the  instrument  of  injustice  and 
extortion.  But  without  public  support  they  are  often 
unable  to  help  themselves,  and  so  their  natural  tendency 
is  to  seek  to  prevent  outside  competition  from  em¬ 
ployers  not  included  in  the  collective  bargaining  ar¬ 
rangements,  or  to  compel  all  such  to  conform  to  these 
arrangements  if  possible.  Under  such  circumstances 
conditions  may  grow  up  which  are  extremely  unjust  to 
the  public,  and  the  public  is  showing  signs  that  it  is  be¬ 
ginning  to  recognize  that  fact.  What  the  outcome  may 
be  no  one  at  this  time  can  safely  predict,  but  it  seems 
certain  that  if  the  public  concludes  to  put  an  end  to 
such  widespread  collective  agreements  there  is  ample 
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power  in  our  legislators  to  do  so  under  the  conspiracy 
laws.  The  cost  of  such  nation-wide  strikes,  shutting  off 
necessities  of  life  from  the  whole  community,  falls  upon 
the  public  rather  than  upon  the  employers  and  the  pub¬ 
lic  must  find  and  enforce  the  remedy.  It  is  entitled  to 
and  should  insist  that  both  parties  accept  such  fair  and 
just  wage  scales  as  ordinarily  arise  under  normal  con¬ 
ditions  of  individual  freedom  and  the  free  action  of 
economic  laws. 

The  Question  of  Hours 

There  is  one  other  disputed  issue  in  industry  on  the 
ethics  of  which  we  are  in  position  to  throw  some  light 
and  that  is  the  question  of  hours  of  work. 

Since  the  wage  earners  receive  the  residual  share  of 
production,  a  general  increase  in  hours,  resulting  in  in¬ 
creased  production,  would  be  promptly  reflected  in  an 
improved  living  standard,  while  a  general  decrease  in 
hours  resulting  in  decreased  production  will  soon  make 
itself  felt  in  lowered  purchasing  power  for  wages  and  a 
generally  lower  living  standard. 

The  hours  to  be  worked  are  always  a  compromise 
between  greater  leisure  and  greater  comfort,  for  the 
workers.  This  is  not  generally  realized  but  is  none  the 
less  true.  Whether  the  schedule  of  working  hours 
should  be  shortened  or  lengthened  depends  on  whether 
increased  leisure,  or  an  increased  consumption  of  the 
good  things  of  life,  is  most  desirable  in  the  opinion  of 
the  general  average.  We  have  seen  that  the  purchasing 
power  of  wages  has  trebled  in  the  last  century.  During 
the  same  period  the  normal  schedule  of  working  hours 
has  been  reduced  from  something  like  twelve  hours  daily 
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to  something  like  nine.  Were  the  workers  of  today 
disposed  to  work  as  many  hours  as  their  ancestors,  the 
purchasing  power  of  the  daily  wage  could  have  been 
quadrupled  instead  of  trebled.  As  a  matter  of  fact, 
providing  hourly  production  were  maintained,  purchas¬ 
ing  power  would  increase  in  somewhat  faster  ratio  than 
hours  worked,  because  the  burden  of  fixed  charges  and 
overhead  expenses  such  as  interest,  insurance,  taxes, 
etc.,  would  be  less  per  hour  and  per  unit  produced  when 
distributed  over  a  longer  daily  schedule,  and  prices 
would  therefore  decline  somewhat  on  the  average,  in 
addition  to  the  increase  in  daily  earnings. 

These  observations  are  not  made  in  any  spirit  of 
criticism  of  the  predilection  of  present-day  workers  for 
shorter  hours,  which  is  a  perfectly  natural  and  normal 
human  preference,  but  only  to  make  clear  the  basic  re¬ 
lations  involved.  As  per  capita  production  has  risen, 
making  it  possible  to  satisfy  the  really  pressing  needs  of 
existence  with  much  less  effort,  it  is  only  natural  that 
the  workers  should  prefer  increased  leisure,  rest  and 
recreation,  and  a  lessening  of  the  fatigue  of  toil.  Hours 
have  consequently  grown  shorter  in  response  to  this 
general  preference.  They  will  doubtless  grow  shorter 
still,  as  further  increases  in  production  are  achieved. 


Crusoe  Economics 

The  relations  of  the  matter  will  become  more  clear 
if  we  resort  for  the  moment  to  what  is  generally  known 
as  “Robinson  Crusoe”  economics.  Crusoe  on  his  island 
would  be  entirely  free  to  work  as  many  hours  as  he  liked. 
Under  such  circumstances  he  would  find  that  produc¬ 
tion  grew  by  somewhat  equal  increments  each  hour. 
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But  his  fatigue  after  the  first  few  hours  would  increase 
at  an  accelerating  pace.  Thus  while  the  first  few  hours 
of  labor  might  be  actually  agreeable,  after  a  bit  he 
would  feel  increasingly  tired.  If  we  try  to  represent 
this  mathematically,  we  will  grasp  it  more  easily.  Sup¬ 
pose  the  fatigue  caused  by  each  successive  hour’s  labor 
should  be  represented  as  follows : 


For  the  1st  hour 


“  “  2nd  “  2 

“  “  3rd  “  3 

“  “  4th  “  4 

“  «  5th  “  5 

“  “  6th  “  6 

“  “  7th  “  7 

“  “  8th  “  8 

etc. 


while  the  produce  for  each  hour  could  be  represented 
similarly: 


For  the  1st  hour 


“  “  2nd  “  . 10 

“  “  3rd  “  . 10 

«  “  4th  “  . 10 

“  «  5th  “  10 

“  “  6th  “  . 10 

«  “  7th  “  . 10 

“  “  8th  “  . 10 

etc. 


The  number  of  units  of  product  gained  per  hour  usually 
remains  approximately  constant. 

Now  Crusoe  will  naturally  seek  to  produce  those 
things  first  which  he  needs  most  urgently  and  after  these 
have  been  attained  less  pressing  needs  will  be  pro¬ 
vided  for,  so  that  we  now  discover  a  further  fact. 
Though  production  may  be  approximately  constant  per 
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hour  the  need  for  or  the  utility  or  value  of  each  hour’s 
further  production  is  declining'.  Thus  we  might  repre¬ 
sent  the  utility  of  the  product  of  successive  hours  thus: 


For  the  1st  hour . 1000 

“  “  2nd  “  900 

“  “  3rd  “  800 

“  “  4th  “  700 

“  “  5th  «  600 

“  “  6th  “  BOO 

“  “  7th  “  400 

“  “  8th  «  300 


Thus  we  see  that  as  the  working  day  draws  on  the 
fatigue  caused  by  each  further  hour’s  labor  increases, 
while  the  utility  gained  per  hour  lessens. 

In  real  life,  of  course,  as  we  know  it,  the  utility  or 
value  of  each  successive  hour’s  product  does  not  decline, 
because  we  are  not  generally  producing  things  to  sat¬ 
isfy  our  own  wants,  but  to  sell.  The  market  value  does 
not  decline.  But  the  purchasing  power  of  the  first  few 
hours’  earnings  will  be  devoted  to  acquiring  the  things 
most  vitally  needed;  with  further  earnings,  needs  of 
less  urgency  will  be  taken  care  of,  and  finally  perhaps 
luxuries  will  be  acquired.  So  that  even  with  us  the 
utility  of  each  successive  hour’s  earnings  does  progres¬ 
sively  decline,  while  fatigue  increases. 

It  is  evident  that  after  a  certain  number  of  hours 
the  increased  fatigue  involved  will  not  be  compensated 
for  by  the  utility  gained,  and  Crusoe  like  ourselves  will 
then  cease  work  for  that  day.  The  number  of  hours 
which  he  will  labor  will  be  determined  by  the  urgency 
of  his  need  for  the  products.  If  in  serious  want  of  food 
and  clothing  the  whole  day  will  be  none  too  long  for 
labor,  but  as  his  condition  grows  better  and  he  is  fur- 
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ther  removed  from  poverty  he  will  work  shorter  hours 
and  devote  more  time  to  rest  and  recreation. 

Precisely  the  same  thing  is  true  of  people  in  the 
mass ;  and  so  there  comes  to  be  established  in  society  a 
normal  work  day  best  suited  to  the  strength,  needs  and 
desires  of  people  on  the  average.  This  normal  work 
day  as  we  have  seen  gradually  grows  shorter  as  civiliza¬ 
tion  gains  in  productive  power. 

The  Modem  Question  of  Hours 

But  now  the  situation  which  commonly  arises  in 
modern  society  is  that  a  group  of  workers  in  some  par¬ 
ticular  industry  demand  that  they  be  given  a  shorter 
work  day,  with  no  reduction  in  daily  pay.  It  is  usually 
alleged  in  such  cases  that  as  much  will  be  produced  in 
eight  hours  as  in  ten,  or  whatever  the  hours  may  be, 
but  experience  in  many  lines  of  industry  shows  this  to 
be  a  fallacy,  and  the  usual  result  is  a  decline  in  produc¬ 
tion  roughly  proportional  to  the  decline  in  hours.  Un¬ 
til  within  the  last  few  years  people  generally  were  dis¬ 
posed  to  view  this  merely  as  a  matter  to  be  settled  be¬ 
tween  employers  and  employees  in  which  the  public  had 
no  particular  interest,  and  generally  the  public  desired 
the  employees  to  gain  their  demands,  at  the  expense — 
as  they  supposed — of  the  employers.  But  we  are  now 
in  a  position  to  understand  that  the  real  demand  of  the 
employees  in  such  cases  is  that  they  be  permitted  to  con¬ 
tinue  to  draw  their  accustomed  allotment  of  goods  from 
the  total  social  output,  while  contributing  materially 
less  than  before  to  the  common  store  of  goods  produced. 
In  other  words,  they  are  to  continue  to  command  their 
present  purchasing  power  over  the  goods  and  labor  of 
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others,  though  giving  less  of  their  own  labor  and  pro¬ 
ducts  in  return,  and  selling  them  for  a  materially  higher 
price.  Such  an  arrangement  is  obviously  conferring 
special  privileges  on  the  favored  few  at  the  expense  of 
the  remainder  of  society. 

Here  again,  as  in  the  case  of  wages,  not  much  in¬ 
justice  is  likely  to  be  done  the  public  as  long  as  individ¬ 
ual  employers  deal  with  their  own  employees  independ¬ 
ently.  But  when  all  the  employees  in  an  industry 
organized  into  one  group  deal  collectively  with  all  the 
employers  organized  into  another  group,  any  con¬ 
cessions  granted  are  immediately  passed  on  at  the  ex¬ 
pense  of  the  public  and  conditions  of  great  injustice 
are  liable  to  occur. 

Just  Hours  Relative 

This  is  not  by  any  means  to  infer  that  all  reduc¬ 
tions  of  hours  are  improper  and  unjust.  On  the  con¬ 
trary,  they  may  be  highly  desirable  and  proper.  As 
in  the  case  of  wages,  justice  depends  on  relative  con¬ 
ditions,  and  the  normal  working  schedules  in  the  com¬ 
munity.  Where  hours  are  already  normal  any  further 
reductions  should,  in  fairness  to  the  consuming  public, 
be  conditioned  on  a  reduction  in  daily  wages  propor¬ 
tional  to  the  reduction  in  output.  But  when  hours  are 
abnormally  long,  reductions  should  be  made  even 
though  production  costs  must  be  increased. 

The  Twelve-Hour  Day 

An  instance  of  this  has  recently  been  seen  in  the 
steel  industry  where  public  opinion  has  undoubtedly 
approved  the  elimination  of  the  twelve-hour  day,  even 
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at  the  expense  of  a  substantial  increase  in  the  cost  of 
steel.  Here  the  choice  was  necessarily  one  between 
twelve  and  eight  hours  on  account  of  the  necessity  of 
continuous  operation  of  the  furnaces.  The  wage  ques¬ 
tion  was  settled,  to  the  general  satisfaction  apparently, 
by  giving  ten  hours  pay  for  the  eight-hour  shift,  thus 
splitting  the  loss  equally  between  employer  and  em¬ 
ployee,  or  more  accurately  speaking,  between  the  em¬ 
ployees  and  the  ultimate  consumers  of  steel.  This  was 
necessarily  a  more  or  less  arbitrary  and  experimental 
settlement,  but  it  was  the  best  that  could  be  done  off¬ 
hand.  It  may  prove  ultimately  to  have  been  too  little 
or  too  much.  Time  alone  will  tell.  In  the  course  of 
the  constant  movements  in  the  wage  market,  the  wage 
scales  in  this  industry  will  gradually  become  adjusted 
again  to  those  in  other  industries,  as  men  move  into  or 
out  of  the  various  industries  in  the  constant  endeavor 
to  find  what  best  suits  them.  The  free  action  of  free 
individuals  seeking  to  sell  their  skill  and  services  for 
the  best  reward  and  with  the  maximum  of  satisfaction 
to  themselves  may  be  trusted  to  equalize  conditions, 
and  will  most  surely  work  out  just  and  equitable  con¬ 
ditions  for  all. 

Conclusion 

Freedom  of  every  individual  in  industry  is  the  sur¬ 
est  guaranty  of  equity  and  fair  play  for  all.  May 
Americans  always  cling  steadfastly  to  that!  It  is  the 
very  foundation  stone  of  justice,  prosperity  and  pro¬ 


gress. 


CHAPTER  VII 


IMPROVING  THE  STANDARD  OF  LIVING 

In  the  preceding  chapters  of  this  discussion  we 
have  seen: 

1.  That  no  permanent  gain  in  the  standard  of  living  of  wage 

earners  can  result  from  higher  general  wage  levels. 

2.  That  wage  levels  are  themselves  the  result  of  economic 

forces  that  are  world  wide  in  their  scope  and  cannot 
be  successfully  controlled  or  manipulated  by  either  em¬ 
ployer  or  employee. 

3.  That  business  profits  are  ordinarily  kept  within  narrow 

limits  by  competition,  unusual  profits  are  earned  only 
as  the  result  of  super-efficiency,  and  normal  prices  are 
just  sufficient  to  allow  the  weakest  necessary  producers 
to  earn  a  minimum  living  return. 

4.  That  the  wage  earners  consequently  receive  the  residual 

share  of  production,  and  the  purchasing  power  of  their 
wages  is  increased  by  every  advance  in  the  productive 
efficiency  of  industry;  that  the  purchasing  power  of 
wages,  and  the  standard  of  living  have  in  fact  risen 
steadily  with  the  rise  of  the  productive  power  of  industry 
throughout  the  last  century. 

We  come  now  to  the  discussion  of  the  possible  ways 
of  still  further  raising  the  standard  of  living.  This  is, 
or  should  be,  the  central  concern  of  the  science  of  eco¬ 
nomics,  as  it  is  one  of  the  most  important  subjects  of 
human  study. 
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Machinery 

First  and  most  obviously,  productive  efficiency  can 
be  increased  by  the  invention  and  development  of  im¬ 
proved  labor-saving  machinery.  This  has,  in  fact,  been 
the  chief  cause  of  the  rise  of  the  standard  of  living  in 
the  past,  which  we  have  seen  has  amounted  to  about 
300%  in  the  last  century. 

Management 

Greater  efficiency  in  the  use  of  the  equipment  which 
we  already  have  can  also  contribute  materially  to  hu¬ 
man  welfare.  The  finding  of  the  best  and  most  efficient 
method  for  doing  any  job,  and  then  making  that, stan¬ 
dard,  has  come  to  be  known  as  scientific  management. 
It  undoubtedly  has  great  possibilities  of  increasing  the 
rewards  of  human  effort. 

Large-Scale  Production 

Modern  large-scale  production  is  one  of  the  most 
effective  means  of  increasing  productive  efficiency  and 
has  played  a  leading  part  m  the  progress  of  modern 
times.  It  has  done  this  through  the  division  of  labor 
which  enhances  skill,  through  specialization  which  de¬ 
velops  experts  and  enables  the  ablest  men  to  apply  their 
whole  minds  and  time  to  each  small  phase  of  the  prob¬ 
lem,  and  through  the  organization  of  scientific  research 
unfolding  the  hidden  secrets  of  nature  and  bending 
them  to  serve  man’s  will. 

Design 

Another  method  of  raising  living  standards  is  by 
improvement  of  the  design  of  products  to  make  them 
more  useful,  durable  and  beautiful. 
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Use 

Closely  allied  to  this  is  the  development  of  the  taste 
and  judgment  of  the  consumer.  A  large  addition  to 
human  well-being  can  undoubtedly  be  attained  through 
the  education  of  the  public  to  better  methods  of  living 
and  more  discrimination  in  spending.  The  bath  tub 
used  for  storing  coal  is  a  notable  instance  of  the  pos¬ 
sibilities  of  better  living  through  a  better  use  or  selec¬ 
tion  of  the  things  that  we  already  have. 

Education 

Better  education  for  both  industrial  workers  and 
business  executives  is  highly  desirable.  The  more  widely 
intelligence  and  ability  is  distributed,  the  better  work 
will  be  done.  One  of  the  chief  obstacles  to  the  intro¬ 
duction  of  improved  and  more  automatic  machinery  is 
the  scarcity  of  men  intelligent  enough  to  operate  it, 
and  consequent  higher  wage  rates  that  must  be  paid, 
thus  cutting  down  the  economy  that  could  otherwise 
be  realized.  A  wider  diffusion  of  training  and  skill 
among  both  operatives  and  executives  will  not  only 
make  for  better  and  cheaper  production,  but  will  also 
tend  to  greater  equality  through  the  leveling  off  of 
wages  and  salaries.  A  more  plentiful  supply  of  skilled 
and  able  executives  means  better  products  at  lower 
costs.  Education  is  thus  directly  of  benefit  to  all  classes 
and  should  be  liberally  provided  for  in  a  progressive 
state. 

Waste 

The  elimination  of  waste,  of  time,  of  materials, 
power,  light,  etc.,  can  make  a  large  addition  to  our 
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living  standards  if  intelligently  and  systematically  car¬ 
ried  out.  It  can  help  powerfully  to  cut  down  costs  and 
increase  the  purchasing  power  of  wages. 

Unemployment 

Unemployment  is  one  of  the  worst  of  social  wastes, 
whether  it  arises  from  mere  restlessness  and  a  desire 
to  change  jobs,  or  whether  it  is  due  to  seasonal  busi¬ 
ness  variations  or  widespread  industrial  depressions. 
The  subject  of  labor  turnover  has  received  a  great  deal 
of  attention  in  recent  years.  Seasonal  unemployment 
is  a  problem  for  each  particular  industry  to  solve  and 
much  good  work  has  been  and  is  being  done  in  this 
field,  the  importance  of  which  is  being  better  and  more 
widely  appreciated  as  time  goes  on.  The  possibility 
of  minimizing  industrial  depressions  and  the  losses  and 
unemployment  resulting  from  them  has  already  been 
touched  upon  in  another  place.  Work  along  these  lines 
by  education,  study,  and  the  accumulation  of  business 
statistics,  so  as  to  enable  executives  to  act  with  knowl¬ 
edge  and  foresight  rather  than  on  mere  guesswork,  is 
highly  desirable. 

When  we  reflect  on  the  enormous  business  losses 
and  the  suffering  from  unemployment  of  the  two  years 
1920  and  1921  and  realize  that  to  a  large  degree  they 
might  have  been  reduced  through  better  understanding 
of  business  cycles  and  clearer  foresight  on  the  part  both 
of  the  public  and  of  business  managers,  the  possibilities 
of  improvement  in  this  direction  are  seen  to  be  very 
great  and  well  worth  going  after,  both  from  the  stand¬ 
point  of  the  individual  business  man  and  from  that  of 
the  general  public. 
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The  Cost  of  Capital 

As  the  share  of  the  wage  earners  in  the  total  na¬ 
tional  product  is  residual  it  follows  that  whatever 
amounts  must  be  paid  to  secure  the  capital  necessary 
for  the  conduct  of  industry  leaves  just  so  much  less  for 
labor.  Consequently  anything  that  can  be  done  to  se¬ 
cure  the  needed  capital  more  cheaply,  means  just  so 
much  more  income  for  labor.  The  National  Bureau  of 
Economic  Research,  in  its  studies  of  incomes  in  the 
United  States,  found  that  the  total  payments  to  “capi¬ 
tal  and  management”  in  the  form  of  rent,  interest, 
royalties  and  profits,  amounted  to  about  one-third  to 
one-half  as  much  as  the  total  payrolls,  in  the  large  and 
highly  organized  industries  of  the  country,  such  as  min¬ 
ing,  manufacturing  and  transportation.  It  is  quite  clear 
then  that  a  possible  reduction  in  the  cost  of  capital 
might  result  in  a  substantial  increase  in  the  purchasing 
power  of  wages. 

It  is  well  known  that  the  investment  in  modern  in¬ 
dustrial  plants  is  a  constantly  rising  one  with  relation 
to  the  number  of  workers  employed.  This  is  so,  not 
only  in  dollar  values,  but  also  in  reality.  Industrial 
equipment  is  constantly  growing  more  elaborate  and 
more  costly  while  at  the  same  time  the  number  of 
workers  necessary  for  a  given  output  declines,  due  of 
course  to  the  improved  equipment.  Thus  is  created  a 
steady  increase  in  the  per  capita  output  of  industry, 
which  would  all  be  available  for  raising  the  living  stan¬ 
dard  of  the  wage  earners  were  it  not  for  the  fact  that 
the  improved  equipment  itself  involves  increased  capi¬ 
tal  costs.  In  fact,  in  many  cases  it  would  seem  difficult 
to  make  further  increases  in  output,  by  means  of  im- 
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proved  equipment,  without  absorbing  the  entire  gain 
in  increased  capital  costs.  Under  these  circumstances 
it  becomes  doubly  important  that  the  cost  of  securing 
capital  for  industry  should  be  reduced  to  the  lowest 
possible  point. 

Even  so,  we  must  expect  that  over  any  considerable 
period  of  time  the  total  capital  costs  of  industry  will 
increase  relatively  to  the  payrolls,  owing  to  the  con¬ 
stantly  greater  amounts  of  capital  required.  Un¬ 
doubtedly  there  has  been  a  steady  tendency  in  this  di¬ 
rection  in  the  past  which  can  only  be  partially  arrested 
by  securing  capital  at  lower  rates.  This  is  part  of  the 
necessary  price  which  must  be  paid  for  industrial  ad¬ 
vance.  It  is  this  very  process  of  a  steady  increase  of 
capital  investments  per  industrial  worker  that  gives 
rise  to  the  oft-repeated  assertion  that  the  rich  are  grow¬ 
ing  richer.  Those  among  them  who  are  effective  and 
capable  business  managers  undoubtedly  are,  since  there 
is  a  tendency  for  wealth  to  gravitate  into  the  hands  of 
those  who  can  use  and  administer  it  most  efficiently. 
But  it  is  as  a  result  of  this  very  process  that  the  wage 
earners  themselves  are  experiencing  a  steady  rise  in 
their  living  standards.  The  one  is  impossible  without 
the  other.  The  improvement  of  society  comes  only  by 
the  fulfillment  of  the  old  law,  “To  him  that  hath  shall 
be  given.”  But  though  the  total  cost  of  capital  in  in¬ 
dustry  is  probably  rising,  the  price  or  rate  paid  for 
capital  apparently  tends  to  decline,  at  least  that  has 
been  the  tendency  in  this  country. 

The  price  which  must  be  paid  for  captial  is  a  com¬ 
pound  of  two  main  factors :  First  the  rate  of  interest ; 
and  second,  the  risk  involved. 
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The  Interest  Rate 

The  rate  of  interest  which  must  be  paid  to  induce 
the  accumulation  of  capital  depends  on  the  willingness 
of  people  to  defer  present  enjoyment  to  future  com¬ 
fort.  The  interest  rate  paid  for  capital  is  the  necessary 
reward  for  those  who  are  willing  to  wait.  Just  as  the 
price  of  goods  depends  on  the  cost  of  production  to  the 
least  efficient  yet  necessary  producer,  so  the  rate  of  in¬ 
terest  is  fixed  by  the  most  unwilling  saver  who  yet  fur¬ 
nishes  a  necessary  portion  of  the  capital  supply.  In 
order  to  secure  a  necessary  supply,  the  rate  must  be  suf¬ 
ficient  to  induce  the  most  unwilling  man,  whose  capital 
is  needed,  to  save.  It  is  thus  plain  that  the  rate  of  in¬ 
terest  depends  on  the  people  themselves,  on  their  will¬ 
ingness  to  prefer  future  to  present  goods.  The  remedy 
for  what  may  appear  an  excessive  rate  paid  for  capital 
is  to  be  found  in  more  general  and  more  persistent 
saving  by  the  people.  Every  man  who  saves  and  ac¬ 
cumulates  is  performing  a  public  service  by  assisting 
to  keep  the  interest  rate  down.  Everything  that  can 
be  done  to  make  thrift  popular  and  saving  easy  is  there¬ 
fore  of  wide  benefit,  not  only  in  securing  the  future  of 
the  individual  who  saves,  but  also  in  providing  a  cheap 
and  plentiful  supply  of  capital  for  the  nation’s  indus¬ 
tries. 

The  Effect  of  Risk 

The  difference  between  the  3%  or  4%  that  banks 
pay  on  deposits  and  the  6%  or  8%  that  it  is  necessary 
to  pay  on  industrial  stocks,  in  order  to  sell  them  at  par, 
is  due  to  the  difference  in  risk.  Thus  it  is  apparent  that 
for  industrial  capital  we  must  actually  pay  as  much  for 
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insurance  against  the  risk  of  loss  as  for  the  use  of  the 
money  itself.  The  risk  is  actually  as  important  and 
costly  as  is  the  pure  interest  rate.  Hence  it  is  of  the 
utmost  importance  that  everything  possible  should  be 
done  to  reduce  the  risk  of  loss  to  the  minimum,  for  only 
so  can  capital  be  had  cheaply. 

The  Popular  Attitude 

The  attitude  of  the  people  has  a  great  deal  to  do 
with  the  risk  which  industrial  capital  must  run,  and 
hence  with  the  rate  that  must  be  paid  for  it.  If  the 
people  allow  themselves  to  be  misled  into  adopting  an 
antagonistic  attitude  toward  capital,  which  increases 
the  risk  of  investment,  they  are  simply  forcing  up  the 
price  against  themselves.  An  unfair  or  unintelligent 
attitude  towards  capital  increases  the  risk;  increased 
risk  increases  the  cost— and  the  people  must  pay. 

Furthermore,  an  antagonistic  attitude  toward  capi¬ 
tal  dries  up  the  supply  at  its  source.  For  no  one  will 
defer  present  pleasures  for  future  when  he  cannot  be 
at  all  sure  that  he  will  be  permitted  to  enjoy  that  future 
in  peace.  Thus  an  unfair  attitude  toward  capital  in¬ 
creases  both  the  risk  and  the  rate  of  interest  that  must 
be  paid.  An  attitude  of  scrupulous  fairness  and  con¬ 
scientious  justice  is  the  surest  guarantee  of  an  ample 
supply  of  capital  at  minimum  rates,  and  is  an  indis¬ 
pensable  means  to  obtaining  the  highest  possible  stan¬ 
dard  of  living  for  the  people. 

Timidity  of  Capital 

Capital  cannot  be  coerced  but  must  be  coaxed  into 
investment.  It  is  extremely  timid  in  the  face  of  public 
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hostility  and  once  having  been  driven  out  of  a  country 
is  hard  to  get  back  again.  Driving  it  away  by  harsh 
measures  and  confiscation  is  a  sure  road  to  industrial 
decay,  plunging  the  people  into  starvation  and  misery. 
The  people  of  Russia  have  been  pursuing  this  course 
and  their  experience  should  be  a  warning  to  us. 

We  have  not  been  altogether  free  from  such  short¬ 
sightedness  in  this  country,  and  we  have  paid  the  pen¬ 
alty  in  proportion.  F or  years  we  harassed  our  railroads 
until  we  stopped  their  growth  and  practically  destroyed 
their  credit.  The  Brookmire  Economic  Service  has 
kept  records  of  the  prices  of  the  stocks  of  ten  of  the 
most  important  and  representative  railroads  of  the 
country.  These  records  show  that  from  1904  to  1906 
the  average  yield  on  the  market  price  of  these  stocks 
was  about  4^4%,  while  for  the  years  1911  to  1916  the 
average  was  about  5^%,  and  from  1918  to  1926  it  has 
averaged  well  over  6%.  In  other  words,  we  have  raised 
the  cost  of  getting  new  railroad  capital  against  our¬ 
selves  by  the  difference  between  4^%  and  6%,  which 
we  must  pay  in  the  form  of  increased  railroad  rates. 

Proof  of  the  Pudding 

The  diagram  reproduced  in  Figure  8  by  the  cour¬ 
tesy  of  the  Brookmire  Economic  Service  shows  the 
yield  on  commercial  paper  and  on  ten  railroad  stocks 
from  1903  to  1926.  The  heavy  line,  representing  rail¬ 
road  stocks,  started  the  period  normally  below  the  com¬ 
mercial  paper  yield,  represented  by  the  light  line,  but 
has  steadily  climbed  above  it  as  time  went  on,  until  now 
the  disparity  is  striking.  At  the  latest  point  shown  on 
the  chart  the  price  paid  for  commercial  borrowings  was 
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Figure  8.  Commercial  Paper  Rates  and  Average  Yield  on  Market  Prices  of  Ten  Railroad  Stocks  for  Period  1904-1926 
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about  41/4%,  while  the  price  the  ten  railroads  must  pay 
in  order  to  raise  money  by  the  sale  of  their  stocks  was 
about  5^%. 

The  same  tendency  is  seen  in  the  relation  between 
railroad  and  industrial  bonds  as  charted  by  Colonel 
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Figure  9.  Price  Fluctuations  of  Rail  and  Industrial  Bonds  for  Period 
1900-1925,  Adjusted  to  a  5%  Yield 
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Ayres  for  the  Cleveland  Trust  Company  (Figure  9). 
Here  we  see  that  for  an  annual  fixed  charge  of  $5  the 
railroads  could  obtain,  during  the  years  from  1900  to 
1905,  an  average  of  $125 ;  but  during  recent  years  on 
the  average  less  than  $110.  The  dotted  line,  represent¬ 
ing  railroad  bonds,  started  the  period  with  an  advan¬ 
tage  of  more  than  20%  over  industrial  bonds,  but  this 
advantage  steadily  faded  away  until  it  has  been  run¬ 
ning  only  a  little  better  than  even,  which  simply  means 
that  the  railroads  have  been  obliged  to  pay  materially 
more  for  their  necessary  capital,  on  account  of  the  un¬ 
fair  and  unintelligent  attitude  which  we  have  taken 
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towards  them.  The  ultimate  cost,  of  course,  falls  on 
us  in  the  form  of  increased  rates. 

Our  unwise  attempt  to  compel  the  railroads  to  ren¬ 
der  service  for  less  than  a  fair  price,  has  had  instead 
just  the  opposite  effect  and  is  compelling  us  to  pay 
more. 

Depreciation 

A  part  of  the  social  cost  of  our  capital  equipment 
is  the  constant  expenditure  for  maintenance,  repairs 
and  depreciation.  This  expense  can  be  reduced  by  bet¬ 
ter  construction  of  buildings,  machinery  and  equip¬ 
ment.  Homes  and  factory  buildings  nowadays  are  be¬ 
ing  built  of  more  permanent  materials  than  formerly. 
Concrete,  steel  and  brick  are  taking  the  place  of  wood, 
and  machine  design  and  construction  is  constantly  be¬ 
ing  improved  as  regards  durability.  As  interest  rates 
decline  it  becomes  profitable  to  build  more  permanently 
even  though  at  higher  first  cost. 

Incentives 

The  various  means  which  we  have  so  far  been  dis¬ 
cussing  for  improving  the  living  standards  of  the 
workers  are  all  of  them  more  or  less  superficial  and 
mechanical.  None  of  them  go  to  the  root  of  the  matter. 
It  is  an  old  and  well-worn  proverb  that  “Where  there 
is  a  will  there  is  a  way,”  and  the  Will  as  always,  is  the 
fundamental  problem.  If  we  wish  employers  to  study 
ways  and  means  for  improving  their  machinery, 
methods,  and  products,  if  we  wish  them  to  spend  their 
time  collecting  business  statistics  and  studying  the  bus¬ 
iness  cycle  with  a  view  to  minimizing  depressions  and  un- 
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employment,  instead  of  playing  golf,  we  must  manage 
to  create  in  them  the  Will  to  do  so.  In  other  words  we 
must  make  it  worth  while  for  them  to  spend  their  time 
in  such  ways — we  must  give  them  an  incentive.  For¬ 
tunately  this  is  precisely  what  our  American  method  of 
organizing  society  accomplishes  in  the  highest  degree. 

As  we  saw  in  a  previous  chapter,  all  employers  are 
spurred  on  to  make  the  best  possible  use  of  their  time 
and  talents  by  two  of  the  strongest  emotions  of  which 
human  nature  is  capable — by  the  fear  of  failure,  and  by 
the  hope  of  achieving  a  producer’s  surplus.  If  this  had 
not  naturally  been  so  we  should  have  had  to  invent  it 
or  we  could  not  have  attained  the  high  standard  of  liv¬ 
ing  which  our  people  now  enjoy.  Without  the  insti¬ 
tution  of  private  property  and  the  incentive  of  private  - 
profit,  we  could  never  have  arrived  at  our  present  stage 
of  well-being. 

As  a  matter  of  fact,  our  American  industrial  system 
is  the  final  result  of  a  long  process  of  economic  evolution 
beginning  before  the  dawn  of  history  and  extending 
down  through  the  middle  ages  to  our  own  day.  It  has 
survived  and  is  spreading  over  the  world,  like  our  rep¬ 
resentative  form  of  government,  because  it  works,  be¬ 
cause  it  corresponds  to  the  natural  instinctive  desires  of 
men,  and  because  it  has  most  effectively  promoted  the 
welfare  of  those  nations  that  have  adopted  it  and  has 
helped  to  carry  them  forward  to  their  present  positions 
of  leadership  in  the  world.  It  is  a  true  case  of  the  sur¬ 
vival  of  the  fittest.  Other  systems  of  economic  organi¬ 
zation  and  property  ownership  have  been  tried  but 
found  wanting,  and  one  by  one  have  been  discarded 
among  modern  nations. 
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American  Individualism 

After  the  incentive  of  private  profit  and  private 
ownership  of  property,  which  stimulates  every  Ameri¬ 
can  citizen  to  his  best  efforts,  the  next  most  important 
fundamental  of  our  system  is  the  principle  of  individual 
liberty,  freedom  for  each  one  to  pursue  his  ends  and 
make  the  most  of  his  opportunities.  Coupled  with  this, 
go  equality  of  rights  and  equality  of  opportunity, 
which  assure  every  man  of  fair  play  and  a  square  deal, 
so  far  as  such  a  thing  is  humanly  possible,  and  put  it 
squarely  up  to  him  to  rise  in  the  world  by  his  own  ef¬ 
forts  and  abilities.  The  necessity  of  seeking  success 
on  these  terms  may  seem  a  hardship  to  some  men  who 
are  by  nature  indolent  or  incapable  and  desire  to  have 
someone  or  something  on  which  to  lean,  but  the  average 
American  welcomes  them  as  a  test  of  the  metal  that  is 
in  him. 

Natural  Selection  of  Leaders 

It  is  through  the  action  of  these  principles  that  the 
outstanding  leaders  among  American  business  men  have 
been  discovered  and  brought  to  the  front.  Together 
they  constitute  a  process  of  natural  selection  by  which 
the  ablest  and  most  capable  men  of  each  generation 
are  automatically  brought  to  the  positions  of  greatest 
importance  and  responsibility  in  our  industrial  life,  and 
set  free  to  use  their  great  powers  for  the  advancement  of 
our  economic  and  industrial  welfare.  The  degree  to 
which  complete  equality  of  opportunity  prevails  in  the 
United  States  must  be  given  a  great  part  of  the  credit 
for  our  amazing  economic  progress  and  the  extraordin¬ 
arily  high  standard  of  living  enjoyed  by  our  people. 
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The  Best  Organization  of  Society 

The  best  organization  of  society  is  undoubtedly  that 
which  most  nearly  harmonizes  the  interests  of  the  in¬ 
dividual  with  public  welfare.  Certain  reformers  are  in¬ 
clined  bitterly  to  criticize  existing  social  arrangements 
on  the  ground  that  individuals  are  actuated  too  much 
by  selfish  motives  and  too  little  by  the  ideal  of  com¬ 
munity  service ;  and  call  loudly  for  a  reformation  under 
which  the  selfish  motive  should  be  eliminated  and  the 
ideal  of  service  should  rule  supreme,  which  they  hope  to 
accomplish  by  abolishing  private  property.  But  cer¬ 
tainly  that  society  will  be  the  strongest  and  most  suc¬ 
cessful  which  most  nearly  harmonizes  the  two  sets  of 
motives  and  sets  them  both  pulling  in  the  same  direc¬ 
tion,  as  against  a  society  which  depends  on  one  set  of 
motives  alone,  or  which  permits  the  two  sets  of  mo¬ 
tives  to  be  pulling  in  divergent  or  even  opposite  direc¬ 
tions. 

The  Strength  of  Democracy 

While  modern  individualistic  democratic  states  may 
be  fairly  criticized  on  the  ground  that  they  have  given 
too  little  thought  and  attention  to  the  opportunity,  and 
have  too  little  emphasized  the  need  for  social  service  in 
the  every-day  activities  of  the  average  citizen,  yet  they 
more  nearly,  in  fact,  harmonize  individual  success  with 
social  welfare  than  any  other  known  form  of  social  or¬ 
ganization.  The  proof  of  this  fundamental  harmony 
is  found  in  the  constantly  accelerating  progress  that  the 
world  has  been  making,  even  though  few  men  have  been 
consciously  seeking  anything  other  than  their  own  per¬ 
sonal  advancement. 
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Its  Weakness 

The  great  fault  of  modern  democracies  is  not  that 
they  have  not  promoted  the  general  welfare,  but  that 
the  majority  of  their  citizens  have  not  been  conscious 
of  doing  so.  This  is  a  defect  in  our  knowledge  rather 
than  in  our  social  structure,  and  is  due  to  a  failure  to 
understand  the  true  social  value  of  the  industrial  and 
commercial  work  of  the  world  wherein  most  of  us  are 
engaged. 

The  Successful  Individual — the  Wheelhorse  of  Progress 

We  have  too  little  realized  that  the  individual  who 
becomes  successful,  through  the  development  of  su¬ 
perior  efficiency  or  economy  in  some  branch  of  produc¬ 
tion  trade  or  transportation,  thus  obtaining  a  producer’s 
surplus,  is  in  reality  the  pivot  on  which  our  economic 
progress  turns,  and  is  performing  services  of  immense 
social  significance,  as  well  as  acquiring  a  personal  for¬ 
tune. 

Business — A  Profession 

It  is  true,  too  many  fortunes  have  been  made,  and 
too  many  openings  exist  for  personal  aggrandizement, 
without  rendering  a  corresponding  social  service,  but 
such  openings  should  be  and  are  being  stopped  as  rapid¬ 
ly  as  we  can  find  means  to  do  so,  as  witness  the  general 
passage  of  blue  sky  laws,  aimed  at  dishonest  promo¬ 
tions,  pure  food  laws,  etc.,  and  the  activities  of  business 
men  themselves  in  innumerable  lines,  typified,  for  ex¬ 
ample,  by  the  great  movement  for  truth  in  advertising. 
The  better  class  of  modern  business  men  are  in  fact 
becoming  more  and  more  conscious  of  the  social  func¬ 
tion  which  they  perform.  They  are  coming  to  regard 
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business  as  a  profession  and  themselves  as  trustees  for 
the  public  welfare.  They  are  formulating  and  apply¬ 
ing  to  their  own  conduct,  constantly  rising  ethical  stan¬ 
dards,  comparable  in  every  way  to  the  ethical  codes 
and  ideals  of  service  of  the  older  and  longer  established 
professions.  Witness  this  resolution  adopted  by  the 
1923  Convention  of  the  National  Association  of  Man¬ 
ufacturers  : 


“Because  of  his  position  of  leadership  and  his  con¬ 
trol  of  the  factors  of  production  and  service  essential  to 
society,  this  Association  considers  that  an  obligation  of 
trusteeship  to  his  employes  and  to  the  public,  rests  upon 
the  employer.  It  is  his  duty  in  the  management  of  in¬ 
dustry  to  give  as  well  as  to  require  efficient  service,  to 
protect  the  health  and  safety  of  the  worker  during  em¬ 
ployment,  to  give  him  every  possible  incentive  and  op¬ 
portunity  for  improvement  and  advancement  along 
lines  suited  to  his  abilities,  and  to  take  the  initiative  in 
the  establishment  of  employment  relations  upon  a  basis 
of  recognized  mutuality  of  interests  through  fair  deal¬ 
ing  and  frankness  regarding  facts  and  conditions  af¬ 
fecting  the  common  enterprise.  The  highest  function 
of  American  industry  is  not  alone  to  make  profits  but 
to  bring  betterment  of  conditions  to  the  worker  as  well 
as  the  owner  and  to  make  its  product  or  services  avail¬ 
able  to  the  public  at  a  cost  as  low  as  possible  through 
efficiency,  co-operation  and  unrestrained  effort.” 

Loss  of  Incentives  in  Large-Scale  Production 

While  the  position  of  the  business  man  and  em¬ 
ployer  is  thus  being  more  completely  socialized,  both  in 
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actual  fact,  and  especially  in  conscious  understanding 
of  his  function,  large  groups  of  wage  earners  and  em¬ 
ployees  have,  unfortunately,  been  undergoing  an  evolu¬ 
tion  in  the  opposite  direction.  In  the  old  days  of  small 
industries  the  average  employee  was  close  to  his  em¬ 
ployer,  and  could,  in  most  cases,  look  forward  to  be¬ 
coming  shortly  an  employer  himself,  so  that  the  incen¬ 
tives  affecting  the  employer  and  leading  him  to  strive 
for  efficiency,  economy  and  productivity,  reached  over 
to  the  employee  also,  and  secured  a  large  degree  of  har¬ 
mony  and  co-operation  between  the  two.  But  with  the 
growth  of  modern  large-scale  industry,  the  incentive  for 
the  employee  to  produce  has  been  in  large  measure  lost. 
Employees,  as  a  group,  no  longer  see  any  personal  bene¬ 
fit  for  themselves  in  striving  to  increase  production,  to 
effect  economies,  or  to  raise  efficiency.  The  profit  or 
loss  of  the  employer  constitutes  no  incentive  to  them. 
They  do  not  appreciate  the  importance  of  production 
as  the  determining  factor  in  the  standard  of  living  and 
the  level  of  wages.  These  larger  social  aspects  of  the 
matter  are  beyond  their  knowledge  and  outside  the 
range  of  their  vision.  And  there  is  in  fact  a  widespread 
belief  that  restriction  of  output  is  actually  beneficial  to 
the  wage  earner. 

Incentives  Necessary  to  Happiness 

Strange  as  it  may  seem  to  the  reformers,  when  the 
incentive  of  personal  success,  which  leads  men  eagerly 
to  pursue  their  callings,  is  removed,  the  ideal  of  social 
service  does  not  automatically  fill  its  place;  but  there 
comes  instead  a  vague  pervading  uneasiness,  unrest, 
and  dissatisfaction,  which  is  the  outward  and  visible 
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sign  of  natural  human  instincts  and  cravings  left  un¬ 
satisfied.  The  workers  find  their  tasks  irksome  and 
distasteful,  because  they  can  see  no  personal  advantage 
for  themselves  in  doing  well  those  things  which  the  wel¬ 
fare  of  society  requires  them  to  do.  Their  personal  in¬ 
centives  are  not  harmonized  with  the  general  welfare, 
as  are  the  employers’.  What  is  chiefly  needed  in  the 
fives  of  the  workers  is  not  less  incentive  to  personal 
gain  and  advancement,  but  more  incentive  and  more 
opportunity — reformers  to  the  contrary  notwithstand¬ 
ing. 

The  solution  of  this  problem  probably  presents  the 
largest  opportunity  for  the  immediate  improvement  of 
the  general  standard  of  living  anywhere  to  be  found. 
If  the  mass  of  wage  earners  of  this  country  could  be 
aroused  to  enthusiastic  co-operation  with  their  em¬ 
ployers,  in  the  pursuit  of  economy,  efficiency  and  maxi¬ 
mum  production,  the  general  average  standard  of  living 
might  be  greatly  raised,  perhaps  by  as  much  as  40%. 
To  the  achievement  of  what  is  possible  in  this  direction, 
all  employers  have  a  social  obligation  to  devote  them¬ 
selves  with  persistency  and  consecration. 

Knowledge  Is  Power 

The  first  thing  to  be  done,  of  course,  is  to  bring 
home  to  all  parties  a  knowledge  of  the  realities  of  the 
situation. 

With  this  primary  essential  of  adequate  knowledge 
and  understanding  once  accomplished,  a  better  spirit 
of  co-operation  and  greater  confidence  will  arise  in  the 
dealings  of  employers  and  employees.  In  such  an  im¬ 
proved  atmosphere,  joint  efforts  can  be  undertaken  for 
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the  realization  of  the  possible  increases  in  productive 
efficiency,  and  in  the  standard  of  living. 

Restoring  Personal  Incentives 

One  of  the  first  objectives  of  such  joint  efforts 
should  be  to  restore  personal  incentives  for  employees. 
This  can  be  done  to  a  limited  extent  through  the  method 
of  wage  payment,  such  as  piece  work,  premium  or 
bonus.  Methods  comprehended  under  the  general  ex¬ 
pression  “scientific  management”  can  be  useful  in  as¬ 
sisting  to  determine  how  nearly  theoretical  maximum 
production  is  being  realized,  and  rewarding  workers 
accordingly.  The  essential  thing  in  restoring  personal 
incentive  is  that  each  worker  should  be  paid  fairly,  in 
accordance  with  his  individual  accomplishment,  and  his 
personal  contribution  to  the  social  welfare. 

Much  good  can  be  achieved  by  encouraging  the 
workers  to  make  suggestions  for  the  improvement  of 
methods  and  processes  with  which  they  are  in  close  con¬ 
tact,  and  giving  suitable  rewards  therefor ;  by  providing 
also  opportunities  for  advancement  and  promotion,  and 
for  study  leading  to  such  advancement,  and  by  being 
careful  wherever  possible  to  select  candidates  for  pro¬ 
motion  from  the  ranks. 

Employee  Ownership 

If,  under  the  stimulus  of  such  methods  a  real  in¬ 
crease  in  productive  efficiency  is  accomplished  among 
the  employees  of  any  particular  employer,  we  immedi¬ 
ately  encounter  the  difficulty  that  the  gains  are  reaped 
by  the  employer  almost  exclusively.  Employees  are 
not  slow  to  sense  this  fact,  and  so  again  we  discover  a 
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failure  of  incentives  to  operate.  To  overcome  this  con¬ 
dition,  many  progressive  employers  have  adopted  some 
form  of  profit  sharing  or  of  employee  stock  ownership. 
Both  methods  have  their  merits  and  both  help  to  place 
the  employee  partly  in  the  position  of  an  owner  with 
a  stake,  an  interest,  and  a  share  in  the  general  pros¬ 
perity  of  the  business,  and  so  tend  to  bring  to  bear  upon 
him  the  same  incentives  as  are  operative  among  busi¬ 
ness  men  and  employers  generally. 

The  Fallacy  of  Overproduction 

Profit  sharing  and  stock  ownership  also  have  the 
advantage  that  they  tend  to  build  confidence  and  good 
will  between  employer  and  employee  and  to  allay  sus¬ 
picions.  They,  likewise,  are  an  effective  force  in  coun¬ 
teracting  that  so  firmly  held  and  widespread  doctrine 
among  employees  of  the  social  dangers  of  overproduc¬ 
tion.  If  the  conclusions  of  this  discussion  are  worth 
anything  at  all,  nothing  could  be  more  fallacious.  Yet 
no  fear  among  employees  is  more  real.  The  whole  his¬ 
tory  of  modern  times,  and  of  America  particularly, 
must  surely  prove  that  increasing  individual  production 
is  not  only  not  dangerous,  but  is  in  fact  the  most  efficient 
means — indeed,  the  only  known  means — for  promoting 
the  economic  and  industrial  progress  of  humanity. 

This  widespread  fallacy  of  overproduction  is  one  of 
the  greatest  curses  that  civilization  suffers  under.  Of 
course  it  is  possible,  in  the  modern  world  and  with  mod¬ 
ern  resources,  to  produce  more  of  almost  any  com¬ 
modity  than  the  world  will  take  at  a  profit  to  the  pro¬ 
ducer;  to  produce  the  wrong  things,  human  judgment 
being  fallible ;  or  to  produce  them  at  the  wrong  time, 
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but  that  is  quite  different  from  producing  more  of  all 
sorts  of  things  than  the  world  can  advantageously  use. 
Although  there  are  many  things  of  which  it  is  possible 
to  get  enough  for  all,  there  are  others  again,  our  human 
need  and  desire  for  which  will  apparently  never  be  sat¬ 
isfied,  such  as  comfort,  leisure,  amusement,  entertain¬ 
ment,  and  ornament,  and  there  will  always  be  many  such 
things.  It  is  true  there  are  times  when  it  seems  as  though 
all  commodities  are  a  drug  on  the  market,  when  prices 
are  tumbling,  and  practically  all  industries  are  reduc¬ 
ing  their  operations  and  laying  off  men.  But  these  are 
the  times  of  depression  and  of  panic,  which  we  have  dis¬ 
cussed  in  a  previous  chapter.  They  are  essentially  fi¬ 
nancial  in  their  nature,  due  to  recurrent  financial  mal¬ 
adjustments  of  which  we  shall  no  doubt  some  day  dis¬ 
cover  the  cause  and  the  cure.  They  are  certainly  not 
due  to,  nor  proof  of,  overproduction,  except  in  a  lim¬ 
ited  number  of  commodities,  and  for  a  limited  time. 
Production  of  all  other  commodities  is  soon  resumed  at 
as  high  or  even  a  higher  level  than  before  the  depression, 
and  without  ill  effects. 

The  Problem  of  Population 

We  cannot  leave  this  discussion  of  the  standard  of 
living  without  a  word  as  to  the  limiting  effect  of  in¬ 
crease  of  population.  Long  ago  Malthus  pointed  out 
that  population  tended  to  increase  progressively  while 
land  and  natural  resources  were  strictly  limited.  Put¬ 
ting  to  work  more  and  more  people  in  a  limited  area, 
after  a  while  we  reach  a  point  where  the  efforts  of  the 
additional  people  do  not  result  in  a  commensurate  in¬ 
crease  of  production.  This  is  known  as  the  Law  of  Di- 
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minishing  Returns.  Europe,  for  instance,  with  its  den¬ 
ser  population,  raises  on  the  average  nearly  twice  as 
great  a  crop  per  acre  as  the  United  States,  but  very 
much  less  per  worker  engaged  in  agriculture.  As  the 
United  States’  population  increases,  sooner  or  later 
there  will  come  a  time  when  further  additions  to  popu¬ 
lation  will  mean  some  decline  in  the  general  living  stan¬ 
dard.  Practically  all  of  the  older  countries  in  the  world 
have  no  doubt  passed  this  point  and  their  peoples,  par¬ 
ticularly  in  Asiatic  countries,  would  undoubtedly  be 
individually  better  off  if  their  populations  were  sub¬ 
stantially  reduced.  It  will  be  a  long  time  before  we 
shall  reach  such  a  point  in  the  United  States,  but  these 
facts  must  suggest  the  ultimate  desirability  of  some 
form  of  voluntary  or  social  control  of  population  in¬ 
creases.  This  is  a  very  difficult  subject,  and  one  invol¬ 
ving  many  controversial  points.  Any  measures  of  con¬ 
trol  also  encounter  opposing  motives  that  urge  the  in¬ 
crease  of  population  in  the  name  of  patriotism,  and  in 
order  to  maintain  relative  military  strength.  France, 
almost  alone  of  modern  nations,  seems  to  have  a  sta¬ 
tionary  population.  Substantially  all  others  are  in¬ 
creasing.  This  problem  is  undoubtedly  one  deserving 
serious  study,  and  must  some  day  be  faced. 

Conclusion 

Unquestionably,  the  American  people  have  the  high¬ 
est  standard  of  living  anywhere  in  the  world ;  especially 
is  this  true  of  that  part  of  the  population  whose  income 
is  derived  chiefly  from  wages.  Nowhere  in  the  world 
is  the  wage  earner  as  well  off  as  in  the  United  States. 
This  could  not  have  been  possible  were  it  not  for  the 
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fact  that  Americanism  means  primarily  individualism 
— individual  liberty,  and  individual  initiative,  stimulated 
by  those  strongest  of  all  incentives,  private  property 
and  individual  profit,  or  loss,  and  set  free  by  the  policy 
of  equal  opportunities  and  fair  play.  As  a  matter  of 
historical  fact,  no  other  form  of  organization  has  ever 
succeeded  in  benefiting  the  wage  earner  as  American 
individualism  has,  and  we  can,  with  reasonable  degree 
of  assurance,  declare  our  faith,  based  on  our  analysis 
of  the  causes,  that  none  ever  can  do  so. 

In  the  degree  that  we  depart  from  the  sound  and 
proven  fundamentals  of  our  Americanism,  we  shall  ex¬ 
perience  a  falling  short  of  our  maximum  possible  na¬ 
tional  well-being.  The  proper  course  for  sane  and  sen¬ 
sible  and  patriotic  citizens  is  to  take  the  splendid 
industrial  machine  bequeathed  to  us  by  our  fathers  and 
build  firmly  on  that,  seeking  improvement  by  construc¬ 
tive  evolutionary  processes,  and  not  by  violent  revolu¬ 
tion,  which  would  only  bring  suffering  and  misery,  and 
to  the  wage  earning  classes  most  of  all. 
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of,  52 

Demand  and  Supply  (See  also 
“Supply  and  Demand”) 
as  wage  basis,  7 

free  action  of  law  of,  necessity 
for,  8 

Democracies,  Strength  and  Weak¬ 
ness  of,  121 
Depreciation, 

reduction  of,  standard  of  living 
raised  by,  118 
Depressions, 

financial  character  of,  43 
indications  of,  44 
of  1921,  cause  of,  45 
of  1921,  cause  of  severity  of,  47 
Design  of  Products, 

improvement  in,  standard  of  liv¬ 
ing  raised  by,  108 
Distribution  Costs,  Large-Scale 
Production,  80 

E 

Earned  Wage,  91 

Economic  Laws  (See  also  “Supply 
and  Demand”) 
money  wages,  31-51 
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Economic  Pressure,  on  Employer,  6 
Economic  Rent  (See  also  “Use  of 
Land”) 
definition,  12 

Education,  standard  of  living  raised 
by,  109 

Employee  Ownership,  126 
Employees, 

incentives,  lost  in  large-scale 
production,  123 

incentives,  methods  of  restoring, 
126 

Employer, 

ability  to  pay  not  a  factor  in  fair 
wages,  89 

attitude  towards  high  wages  and 
abnormally  high  wages,  68 
freedom  for  wage  level  to  re¬ 
spond  to  natural  forces,  sought 
by,  69 

fundamental  beliefs,  7,  8 
pressure  on,  economic,  6 
pressure  on,  political  action,  7 
pressure  on,  to  secure  higher 
wages,  6 

profits  absorbed  by,  6 
standard  of  living  fixed  by,  6 
wages,  fixed  by,  6 
wages,  lowest  possible  paid  by,  6 
Employer  and  Employee, 
as  buyer  and  seller,  4 
conflicting  views  on  fair  dealing, 
4 

transactions  between  profitable  to 
both,  5 
England, 

cost  of  living,  fluctuation  of  with 
wages,  28 

unemployment,  cause,  40,  69 
Equality  of  Rights  and  Opportuni¬ 
ties, 

standard  of  living  raised  by,  120 


F 

Failures,  Business,  Statistics,  62 
Fair  Dealing, 

conflicting  views  of  employer  and 
employee  on,  4 

Fair  Wages  (See  also  “Collective 
Bargaining”) 
abnormal  conditions,  94 
bargain  theory  of  wages,  fallacy 
of,  94 


Fair  Wages — Continued 

collective  bargaining  as  a  means 
of  promoting,  94 
earned  wage  as,  91 
employer’s  ability  to  pay  not  a 
factor,  89 

ethical  nature  of  problem,  83 
fundamental  ethical  rule,  89 
individual  industrial  freedom  as 
guarantee  of,  106 
individual  industrial  liberty,  as  a 
means  of  obtaining,  92 
knowledge  as  a  means  of  obtain¬ 
ing,  92 

large  profits  should  not  be  used 
to  increase,  89 
living  wage,  90 
means  of  attaining,  92 
review  of  facts  by  shop  commit¬ 
tees,  97 

scientific  solution  of  problem,  84 
special  cases,  93 

standard  of  living  arbitrarily 
established  not  a  valid  measure 
of,  90 

what  are,  85 

Federal  Reserve  Banking  System, 
effect  on  panics,  43 

Fixed  Assets, 

value,  fluctuation  with  cost  of 
reproduction,  20 

value,  fluctuation  with  wage  level, 
18 

Fixed  Capital  Investment, 
fluctuation  with  level  of  wages,  18 

Foreign  Countries, 

cost  of  living  fluctuation  of  with 
wages,  28-29 

production  per  capita  in,  39 

France, 

cost  of  living  fluctuation  of  with 
wages,  29 

G 

Gentlemen’s  Agreement,  58 
excessive  prices,  cannot  be  main¬ 
tained  by,  59 

Germany, 

cost  of  living  fluctuation  of  with 
wages,  29 

Goods,  Demand  for,  Result  of  Men¬ 
tal  Prices,  52 

Goods  for  Immediate  Consumption, 
fluctuations  in  demand,  slight,  41 
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H 

Hours, 

abnormally  long,  reductions  oblig¬ 
atory  though  production  costs 
increase,  105 
ethics  of  question,  100 
justice  dependent  on  relative  con¬ 
ditions,  165 
normal  work  day,  104 
shortening  for  special  groups,  at 
expense  of  remainder,  165 
shortening  of,  without  decrease  in 
pay,  104 

worker’s  leisure  vs.,  comfort  the 
basis  of,  100 

I 

I.  W.  W.  Belief  in  Dictatorship  of 
the  Proletariat,  7 

Immigration,  Restriction  of,  94 

Improvement  in  Processes, 
wage  earner  receives  ultimate 
benefits  from,  77 

Incentives, 

employees,  cost  in  large-scale 
production,  123 

private  property  and  private 
ownership,  standard  of  living 
raised  by,  118 

wage  earners,  standard  of  living 
raised  by  increase  in,  126 

Income,  Real  (See  “Real  Income”) 

Individual  Industrial  Liberty, 
as  a  means  of  obtaining  fair 
wages,  92 

standard  of  living  raised  by,  120 

Individual  Welfare, 

public  welfare  harmonized  with, 
121 

Industrial  Competition,  Survival  of 
Fittest,  55,  57 

Industrial  Countries,  Business  Cy¬ 
cles  in,  41 

Industrial  Equipment, 

demand,  fluctuation  in,  cause  of, 
42 

demand,  fluctuations  in,  severity 
of,  41 

Industrial  Relations, 
problems,  solution  by  methods  of 
science,  84 

satisfactory,  ethical  basis  neces¬ 
sary  for,  83 

Industrial  Profits,  Statistics,  60 


Industries, 

development  of  those  able  to  pay 
wage  scale  and  meet  foreign 
competition,  39 

new  equipment,  most  subject  to 
business  cycles,  41 
Interest  Rate, 

capital  costs  dependent  on,  17 
fixed  by  most  unwilling  saver,  113 
on  capital,  standard  of  living 
raised  by  reduction  of,  113 
rise  due  to  World  War,  49 
International  Competition, 
wage  levels  due  to,  35 
Investments,  Time  for  Making,  45 
Investors, 

buying  by,  influence  on  business 
cycle,  45 

J 

Just  Wages  (See  “Fair  Wages”) 

L 

Labor  (See  also  “Average  Produc¬ 
tivity  of  Labor”) 
belief  of  in  high  wage  fallacy,  67 
collective  bargaining  as  a  means 
of  obtaining  monopoly  of  avail¬ 
able,  98 

forcing  of  wages  by,  69 
fundamental  beliefs,  6,  8 
price  of,  artificial  maintenance  of 
disasterous,  70 

price  of,  fluctuations  of  with 
supply  and  demand,  69 
Labor  Costs, 

fluctuation  of  with  general  level 
of  wages,  12 
inclusions  in,  11 

production  costs,  fluctuation  of, 
with,  11 

wages  bulk  of,  12 
Labor  Turnover, 

standard  of  living  raised  by, 
elimination  of,  110 
Labor-Saving  Machinery, 

standard  of  living  raised  by  use 
of,  108 

Land,  Use  of,  Cost,  12 
Large-Scale  Production, 
capital,  share  in,  81 
disproportionate  bargaining 
strength  not  given  employers 
by,  95 
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Large  Scale  Production — Continued 
distribution  costs,  80 
effect  on  wage  market,  96 
incentives  lost  in,  by  employees, 
124 

overhead  costs,  79 
standard  of  living  raised  by,  78, 
108 

Law  of  Real  Wages,  65-82 
Laws  of  Prices,  52-64 
Leaders,  Natural  Selection  of,  120 
Liberty,  Individual  Industrial, 
as  a  means  of  obtaining  fair 
wages. 

Living  Wage,  90 


Money  Wages, 

dependent  on  supply  and  demand, 
31,  37 

factors  determining,  31 
in  different  countries,  cause  of 
difference  in,  38 

relative,  management  as  factor, 
33 

relative,  problem  of,  31-34 
sustained  artificially,  49 
wage  level  in  different  countries, 
34-40 

wage  level  in  different  years  as 
factor  of,  40-51 

N 


M 


Machinery, 

use  of,  standard  of  living  raised 
by,  108 
Management, 

as  factor  of  difference  in  wages  m 
different  countries,  38 
as  factor  of  relative  wages,  im¬ 
portance  of,  33 

efficiency  in,  standard  of  living 
raised  by,  108 

payments  to,  proportion  of,  111 
Marginal  Producer, 

normal  price  governed  by  pro¬ 
duction  cost  of,  55 
Market  Prices,  53 
determination  of,  53 
supply  and  demand  equalized  by, 
53 
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loss  of,  through  compelling 
higher  wage  levels,  8 
restriction  of  by  wages  higher 
than  natural  level,  67 


Mental  Prices, 

demand  for  goods  result  of,  52 
sellers,  52 

Mercantilists,  Views  on  Buyer  and 


Seller,  4 

Money,  ,  ,  ,  .. 

amount  available,  standard  of  liv¬ 
ing  not  controlled  by,  23 
as  a  medium  of  exchange,  22 
relation  to  real  wealth,  22 


Money  Income, 

compared  with  real  income,  66 
definition  of,  86 

increase  in,  by  rise  in  prices,  and 
wages,  66 


Natural  Resources, 

future  value  as  element  of  value, 
16 

value,  fluctuation  of  with  level  of 
wages,  15 

Normal  Price,  53 

Normal  Work  Day,  104 

O 

Organized  Labor, 

programme  of  forcing  wages 
above  natural  economic  level, 
69 

Overhead  Costs,  Large-Scale  Pro¬ 
duction,  79 

Overproduction,  Fallacy  of,  127 
P 


Panics, 

business  depressions  accompanied 
by  financial,  43 

federal  reserve  banking  system, 
effect  on,  43 

United  States  subject  to,  43 
Per  Capita  Production  (See  also 
“Productivity  of  Labor”) 

fluctuation  of  wage  level  with,  66 
Political  Action,  Pressure  on  Em¬ 
ployer  through,  7 
Population,  Problem  of,  128 
Price  Cycles,  Problem  of,  40 
Price  Level, 

correspondence  of  to  wage  level, 
7  ) 

fluctuation  of  with  wage  level,  25 

fluctuation  of  with  wages, 
Austria,  29 
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Price  Level — Continued 
England,  28 
foreign  countries,  28-29 
France,  29 
Germany,  29 
summary,  30 
United  States,  24 
Prices, 

controlled  by  cost,  65 
dependent  on  demand  and  supply, 
21 

effect  of  supply  and  demand  on, 
54 

excessive,  cannot  be  maintained 
by  agreement,  59 
excessive,  modern  sales  policies 
opposed  to,  59 

fluctuation  of  with  wage  levels,  23 
in  the  United  States,  25 
fluctuation  of  more  rapid  than 
that  of  wages,  73 
gentlemen’s  agreements,  58 
higher,  resulting  from  higher 
wages,  7 

industrial  competition  as  factor 
of,  53 

laws  of,  52-64 
market,  53 

market,  determination  of,  53 
market,  supply  and  demand, 
equalized  by,  53 
mental,  definition,  52 
normal,  53 

definition  of,  53 
governed  by  cost  of  produc¬ 
tion  of  marginal  producer,  55 
narrow  margin  between  cost  and, 
62 

production  cost  as  determining 
factor  in  fixing,  54 
reasonable,  discouragement  of 
competition  by  maintenance 
of,  60 

reduction,  due  to  excessive 
profits,  89 

relation  to  wages,  21-30 
rise  due  to  World  War,  47 
rise  in,  variations  in  rate  of,  24 
selling  below  cost,  58 
supply  and  demand,  law  of,  52 
sustained  artificially,  49 
Producer, 

marginal,  normal  price  governed 
by  production  cost  of,  55 
Producer’s  Surplus, 
definition  of,  57 


Producer’s  Surplus — Continued 
incentive  to  progress,  57 
Production, 

average  per  capita  standard  of 
living  dependent  on,  66 
increase  in,  more  rapid  than  in¬ 
crease  in  purchasing  power  of 
wages,  78 

large-scale,  distribution  costs,  80 
large-scale,  overhead  costs,  79 
real  income,  increased  by,  66 
residual  share,  received  by  wage 
earners,  76 

standard  of  living  dependent  on 
per  capita,  65 
Production  Costs, 
adjustment  of  wage  levels  to,  38 
analysis  of,  11 

as  determining  factor  in  fixing 
prices,  54 

closeness  of  prices  to,  62 
cost  of  capital,  17 
cost  of  raw  materials,  15 
dependent  on  price  of  labor,  7,  11 
dependent  on  wage  level,  21 
excessive,  resulting  from  compel¬ 
ling  higher  wage  levels,  8 
fluctuation  of  with  wage  level, 
20,  23 

labor  cost,  11 

of  marginal  producer,  normal 
price  fixed  by,  55 
relation  to  wages,  11-20 
return  on  capital  included  in,  56 
stability  of  in  different  countries, 
38 

use  of  land,  12 

Production,  Per  Capita  (See  “Pro¬ 
ductivity  of  Labor”) 

Productive  Efficiency, 
fluctuation  of  standard  of  living 
with,  67 

fluctuation  of  wage  levels  with. 
67 

Productivity  of  Labor, 
difference  in,  causes  of,  39 
in  different  countries,  causes  of 
differences  in,  39 
raising  of,  40 

standard  of  living  dependent  on, 

8 

wage  level  of  different  countries 
dependent  on,  38 
Profit, 

business  failures  as  evidence  of 
narrowness  of,  62 
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Profit — Continued 
capital  attracted  by  margin  of,  54 
employer’s  absorption  of,  6 
excessive,  reduction  of  price  to 
consumer  because  of,  89 
industrial,  statistics,  60 
Profit  Sharing,  127 
Progress,  Producer’s  Surplus  In¬ 
centive  to,  57 

Prosperity,  of  1919,  Cause  of,  45 
Psychology,  Crowd, 
definition,  46 

effect  on  business  cycle,  46 
Public, 

interest  of,  in  collective  bargain¬ 
ing,  98 

interest  of,  in  national  wage 
agreements,  99 
Public  Welfare, 

individual  welfare  harmonized 
with,  121 

Purchasing  Power  of  Wages, 
dependent  on  relation  of  wages  to 
prices,  73 

increase  in  less  rapid  than  in¬ 
crease  in  production,  78 
increase  of  in  the  United  States, 
73 

R 

Rate  of  Interest  (See  “Interest 
Rates”) 

Raw  Materials, 

cost  at  point  of  consumption, 
fluctuation  of  with  wage  level, 
15 

value,  in  natural  state,  fluctuation 
with  wage  level,  15 
Real  Income, 

compared  with  money  income,  66 
definition,  65 

increase  in,  by  increase  in  pro¬ 
duction,  66 
Real  Wages, 
law  of,  65-82 
summary,  70 
Real  Wealth, 
definition,  22 
relation  of  money  to,  22 
Relative  Wages,  Problem  of,  31-34 
Rent, 

agricultural  land,  fertility  as 
basis  of,  13 

agricultural  land,  labor  saved  as 
basis,  14 


Rent — Continued 

city,  labor  saved  or  avoided  as 
basis,  14 

economic,  definition,  12 
fluctuation  of  with  level  of  wages, 
15 

Ricardo’s  law,  13 
Reproduction  Cost, 

fluctuation  of  with  wage  level,  20 
Reserves,  Inclusion  in  Fair  Return 
on  Capital,  56 

Review  of  Conclusions,  86-89 

Ricardo’s  Law,  13 

Risk, 

increased  by  antagonistic  attitude 
toward  capital,  114 
Risk  of  Loss, 

inclusion  in  fair  return  on  capi¬ 
tal,  56 

on  capital,  standard  of  living 
raised  by  reduction  of,  113 

S 

Sales  Policies,  Modern,  Opposed  to 
Excessive  Prices,  59 
Salaries,  Fluctuation  of  with  Gen¬ 
eral  Wage  Level,  12 
Saving,  Interest  Rate  Reduced  by 
Thrift,  113 

Scientific  Management,  Standard  of 
Living  Raised  by,  108 
Sellers,  Mental  Prices,  52 
Selling  below  Cost,  58 
Service,  Ideal  of,  vs.  Personal  Suc¬ 
cess,  121 

Social  Discontent,  Cause  of,  3 
Social  Service,  Business  as,  122 
Socialists, 

belief  in  state  ownership  of  in¬ 
dustry,  7 

Society,  Organization,  Best,  121 
Speculative  Buying,  44 
Standard  of  Living  65-82 
amount  of  money  available,  not 
factor  of  control,  23 
dependent  on  average  productiv¬ 
ity  of  labor,  8,  65 
dependent  on  wages,  6 
economic  laws  affecting,  necessity 
for  study  of,  4 
fixed  by  employer,  6 
fluctuations  in  dependent  on 
average  per  capita  production, 
66 

fluctuation,  with  productive  effi¬ 
ciency,  67 
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Standard  of  Living — Continued 
high,  American  individualism  as 
basis,  130 

higher,  not  produced  by  general 
rise  in  wage  level,  21 
higher,  secured  by  forcing  em¬ 
ployer  to  pay  higher  wages,  6 
higher  wages  do  not  result  in, 
higher,  7 

increase  in,  in  the  United  States, 
73 

increased  by  large-scale  produc¬ 
tion,  78 

methods  of  raising, 

consumer  education,  109 
depreciation  reduction,  118 
design,  108 
education,  109 

equality  of  rights  and  oppor¬ 
tunities,  120 

incentives  of  private  property 
and  private  ownership,  118 
increase  of  wage  earners  incen¬ 
tive,  125 

large-scale  production,  108 
machinery,  108 
management,  108 
reduction  of  cost  of  capital.  111 
reduction  of  interest  rate  on 
capital,  113 

reduction  of  risk  of  loss  on 
capital,  114 

unemployment,  elimination  of, 
109 

waste  elimination,  109 
money  level  of  wages  not  a  fac¬ 
tor,  25 

population,  problem  of,  128 
review  of  conclusions,  86 
rise  in  caused  by  increased  pro¬ 
duction  per  capita,  66 
world  wage  level  not  influenced 
by,  51 
Strikes, 

cost  of  nation  wide,  on  public,  100 
Supply, 

mental  prices  of  sellers  as  factor 
of,  52 

Supply  and  Demand, 

dependent  on  wage  level,  21 
effect  on  price,  52,  54 
equalized  by  market  price,  53 
fluctuation  of  price  of  labor  with, 
69 

law  of  prices,  52 

money  wages  dependent  on,  31,  37 


Supply  and  Demand — Continued 
prices  dependent  on,  21 
Surplus,  Producer’s  Definition,  56 

T 

Thrift,  Standard  of  Living  Raised 
by,  113 

Trade  Unionists, 

belief  of  on  depression  of  wages 
by  employer,  68 

U 

U  nemploy  ment, 

caused  by  wages  higher  than  na¬ 
tural  level,  67 

elimination,  standard  of  living 
raised  by,  110 
England,  cause  of,  40 
resulting  from  artificial  raising 
of  wage  level,  40 
United  States, 

cost  of  living,  fluctuation  of  with 
wages,  24 

fluctuation  of  prices  with  wage 
level,  25 

high  wage  level,  cause  of,  in,  39 
production  per  capita  in,  39 
Use  of  Land,  Cost  of,  12 

V 

Values, 

fluctuation  of  with  wage  level,  23 

W 

Wage  Cycles,  Problem  of,  40 
Wage  Earner, 

improvement  in  process,  ultimate 
benefits  received  by,  77 
residual  share  of  production  re¬ 
ceived  by,  76 
Wage  Level, 

amount  of  capital  required,  de¬ 
pendent  on,  17 

artificially  forced  up,  menace  of, 
68 

as  factor  of  money  wage  in  dif¬ 
ferent  countries,  34-40 
as  factor  of  money  wage  in  dif¬ 
ferent  years,  40-51 
correspondence  of  to  price  level,  7 
cost  controlled  by,  65 
demand  and  supply  dependent  on, 
21 

differences  between  countries, 
international  competition  as 
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Wage  Level — Continued 
cause,  35 

different  countries,  differences  in, 
34-40 

different  countries,  law  of,  40 
factors  regulating  world,  50 
fluctuation  of, 

amount  required  to  finance  cur¬ 
rent  assets  with,  18 
fixed  capital  investment  with, 
18 

labor  costs  with,  12 
price  level  with,  25 
prices  with,  23 

prices  with,  in  the  United 
States,  25 

production  costs  with,  23 
raw  materials  with,  15 
rent  with,  15 
reproduction  cost  with,  20 
salaries  with,  12 
values  with,  23 
value  of  fixed  assets  with,  18 
value  of  natural  resources, 
with,  15 

with  per  capita  production,  66 
with  productive  efficiency,  67 
fundamental  ethical  rule,  89 
higher, 

higher  standard  of  living  not 
produced  by,  21 
result  of  compulsion  regarding, 
8 

secured  by  pressure  on  em¬ 
ployer,  6 
ideal,  50 

international  competition  as  fac¬ 
tor,  35 

natural  forces,  to  which  wage 
level  responds,  50,  69 
not  a  factor  of  standard  of  liv¬ 
ing,  25 

of  countries,  dependent  on  aver¬ 
age  productivity  of  labor,  38 
production  costs  dependent  on, 
11,  21 

raising  of  artificially,  unemploy¬ 
ment  resulting  from,  40 
review’ of  conclusions,  86 
rise  in,  results  in  rise  of  costs 
and  prices,  23 

sustained  by  natural  forces,  69 
variations  in,  between  countries, 
34-40 

working  capital,  fluctuation  of 
with,  18 


Wage  Level — Continued 
world,  factors  of,  50 
Wages  (see  also  “Collective  Bar¬ 
gaining,”  “Money  Wages”) 
bargain  theory  of,  fallacy  of,  94 
demand  and  supply  as  basis,  7 
economic  laws  affecting  necessity 
for  study  of,  4 

factory  employees  in  the  United 
States,  statistics,  27 
fair  (See  “Fair  Wages”) 
fixing  of  by  employer,  6 
forced  up  by  labor,  69 
fluctuation  of  cost  of  living,  with, 
Austria,  29 
France,  29 
Germany,  29 
summary,  30 
United  States,  24 
fluctuation  of  less  rapid  than  that 
of  prices,  73 
higher, 

employer’s  attitude  toward,  68 
fallacy  of,  66 

fallacy  of,  at  root  of  labor  and 
capital  struggle,  67 
higher  prices  resulting  from,  7 
higher  standard  of  living  not 
the  result  of,  7-21 
labor’s  attitude  toward,  67 
law  of  real,  65-82 
living  wage,  90 

lowest  possible  paid  by  employer, 
6 
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